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Rosemarie Rung, con- 
sulting director of Grace's School Outreach 
Program in Nashua, New Hampshire, shows 
elementary school children that chemistry 
and science can be fun when they don 
detective goggles and solve “chemical 
capers’ games. 
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The Grace 1989 Annual Report was printed 
on recycled paper. 


Products Serving People 


As exemplified by the cover photo, the theme of this year's 
annual report is how Grace serves people and the communi- 
ties in which we operate. 

In our view, a corporation's primary objective is to produce 
quality products and services that meet the needs of its cus- 
tomers and, in the process, enhance the quality of life. Though 
rarely household names, Grace products and services touch 
people's lives every day. They make buildings stronger and 
safer. They protect the quality and flavor of foods. They provide 
essential medical treatments and promote improved health 
care. They supply clean energy. They add comfort and reliabil- 
ity to automobiles, and they promote purer air and water. These 
are just a few of the many applications of Grace products, sold 
in over 45 countries worldwide, and how they serve people's 
needs both at home and abroad. 

But a corporation must do more than this. It must reach out to 
its neighbors and demonstrate, through the active involvement 
of its employees, its commitment to the well-being of the com- 
munities in which it operates. While in many cases, Grace's 
outreach activities are supplemented by direct financial sup- 
port from the Grace Foundation—the Company's philanthropic 
arm—it is the direct participation of Grace employees that 
forms the backbone of these programs. 

As the decade of the '90s unfolds, major challenges 
confront us in education, the environment and health care. We 
believe that corporations must work in a partnership with 
government and local communities to meet these challenges 
together. This year's annual report is dedicated to that belief. 


Financial Summary § millions (except per shore) 


Percent Increase 


For the Year 1989 1988 1987 1989/1988 _ 1988/1987 
Sales and Revenues $6,114.6  $5,786.1 $4,515.4 6% 28% 
Income from Continuing Operations ; 256.6 192.0 141.9 34 35 
NetIncome __ 7 : 253.2 233.6 173.1 8 35 
Earnings Per Share from Continuing Operations 3.01 2.26 1.67 33 _35 
Earnings Per Share __ : 2:97 270  _ 208 8 35 
Capital Expenditures 7 484.6 418.1 242.5 16 72 
Research and Development Expenses 124.8 | 119.0 107.3 5 i 
Dividends Paid on Common Stock _ 119.2 118.6 118.7 1 - 
Dividends Per Common Share ; : 1.40 — 1.40 1.40 ~ = 
Average Common Shares Outstanding {thousands} 85,193 84,629 84,820 1 — 
At Year-End 

TotalAssets - ; _ $5,619.1  $5,190.2  $4,311.6 8% 20% 
Long-Term Debt wr 1,637.7, 1,509.1 1,222.5 9 23 
Shareholders’ Equity (Book Value)—Common Stock = 1,722.9 1,543.6 1,455.8 12 6 
Book Value Per Common Share : 20.16 18.18 17.31 1 5 
Common Shares Outstanding (thousands) 85,454 84,920 84,108 1 


To Our Shareholders: 


1989 marked the third year of progress 
since Grace began its restructuring 
efforts, and represented a successful 

12 months for all of our major businesses. 
We should also characterize 1989 as a 
year of transition—a year of prepara- 
tion for the 1990s. 

The Natural Resources Group was 
converted into a new form of corporate 
structure, other businesses were 
expanded to round out their product 
lines and market positions, and some 
were fine-tuned. The entire Company 
moved forward as a more tightly 
focused organization with clearly iden- 
tifiable aims. 

The financial results of 1989 bear 
out these achievements. Total sales rose 
to $6.1 billion, ahead of 1988 by six 
percent. Net income reached $253.2 
million, or $297 per share, which was 
eight percent above the 1988 level. 
Expenditures for new plant and equip- 
ment reached $484.6 million, and a 
record $124.8 million was dedicated to 
research and development activities. 


a Grace Specialty Chemicals Co. con- 
tinued to lead the way, contributing 
nearly 70 percent of our total operating 
income and over 50 percent of total 
sales. Operating income after taxes 
amounted to $248.3 million, an 
increase of five percent versus 1988, 
and sales were $3.3 billion, up four per- 
cent. Capital spending of $283 million 
went into a variety of projects—large 
and small—to modernize facilities, 
increase productivity, ensure safety in 
our plants, improve environmental con- 
ditions, and provide the infrastructure 
and data processing capabilities needed 
by our advanced technological and 
manufacturing systems. A stream of new 
products in packaging, water treatment, 
electronics, construction materials and 
separation science emerged from tech- 
nical service laboratories and research 
and development centers. 

At the beginning of 1990, a new 
team of Grace executives assumed 
management of the specialty chemicals 
business. All seasoned managers— 
chemists, engineers, scientists and busi- 
nessmen—they will direct their energies 


toward protecting and enhancing 
Grace's position as the premier com- 
pany in specialty chemicals. 

Grace's supporting businesses which 
we depend upon for diversification and 
balance also had fine performances. 
All three—health care, energy, and spe- 
cialty businesses—contributed higher 
sales and profits. To summarize: 


= In August, Grace Energy Corporation 
was carved out of the Company's 
Natural Resources Group and a 16.6% 
interest was sold in an initial public 
offering establishing a market value for 
this investment. Grace Energy's shares 
are traded on the New York Stock 
Exchange, and the business now 
operates as a Grace subsidiary. 

The sale of a former component of 
the Group—Grace Equipment Co.— 
produced gross proceeds of $313 mil- 
lion. The net gain associated with these 
transactions amounted to $61.8 million 
after taxes and contributed importantly 
to Grace's 1989 bottom line. Operating 
income from the Natural Resources 
Group, excluding this gain, was $344 
million, 1O percent above 1988, and 
sales were $448 million, two percent 
ahead of the previous year. 


e Health Care activities, carried out 
largely by the now 100%-owned sub- 
sidiary, National Medical Care, Inc., 
were expanded through internal growth 
and acquisitions, particularly Infusion- 
Care, Inc., which doubled the size of our 
home health care business, the fastest 
growing segment of the industry. Oper- 
ating income from Health Care was 
$30.7 million, an increase of 10 percent 
over 1988, and sales were up 27 per- 
cent to $716 million. 


= Grace Specialty Businesses sales 
volume climbed to $1.7 billion, while 
operating profit was level with 1988 at 
$44.5 million. Its leading chocolate 
products enterprise—Grace Cocoa— 
increased its market share worldwide 
and turned in a record profit. New cocoa 
operations in France are to be acquired 
and a major expansion of U.S. produc- 
tion capability was undertaken. Other 
businesses in the Group—specialty tex- 
tiles and book distribution—also had 
satisfactory results for the year. 


}. Peter Grace, Chairman (left) and Charles H. Erhart, Jr, 
President (standing) 


This litany of success must be 
balanced by some account of the chal- 
lenges encountered during the year. 
These included slowdowns in industries 
served such as automotive, construction 
and oil refining, difficulties in keeping 
prices in line with rising costs, adverse 
foreign exchange translation due to the 
strength of the U.S. dollar, and high 
interest expense. Such factors held 
Grace's 1989 income from continuing 
operations, excluding the Natural 
Resources gain, to a narrow improve- 
ment over 1988. Contending with these 
adversities, however, makes the achieve- 
ments of 1989 all the more satisfying. 

As we enter the new decade, we 
consider Grace to be in the best condi- 
tion to address the future that it has 
been for many years. Each of our four 
major businesses is fundamentally 
sound, and the broad industrial base of 
our product lines should enable us to 
grow earnings steadily. This is not to say 
that further restructuring will not take 
place. In one sense, that is a continuing 
process—one of responding to change. 
But our emphasis will be our strong 
niche positions, marketing our propri- 
etary technology, and building those 
businesses earning the highest returns. 
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Grace Specialty Chemicals (GSC), 
Grace's core business, posted 
advances in both sales and earn- 
ings in 1989, accounting for $3.3 
billion, or 53%, of total Grace sales 
and $248.3 million, or 69%, of 
Grace's total operating income 
after taxes. Key products in pack- 
aging materials, construction 
products, water treatment and 
organic chemicals posted the 
largest sales gains. Operating 
results were favorably impacted 
by unit volume and price increases, 
whereas foreign currency transla- 
tion into U.S. dollars had an 
adverse effect. 


$ Millions ‘ _ 1989 __ 1988 
Sales and Revenues 5 $3,256.2  $3,130.7 
Operating Income Alterlaxes 248.3 236.6 
Employees 25,200 23,300 


Capital Spending 

GSC spent $283 million on capital 
projects in 1989. In addition to the fund- 
ing of a fumed silica plant being con- 
structed near Antwerp, Belgium, major 
capital spending was also directed to 
the packaging, catalyst, battery separa- 
tor and graphic arts product lines 
worldwide. Capital spending for 1990 
will continue to focus on the develop- 
ment of new products and market appli- 
cations as well as capacity increases 
and plant modernizations to reduce 
manufacturing costs. 


Research and Development 

Grace continues to place major empha- 
sis on research and technology to 
support its specialty chemicals business 
with product enhancements to rejuve- 
nate existing markets and new product 
development to ensure continued 
growth. As evidence of this commitment, 
Grace's spending on R&D, which is 
carried out at corporate and divisional 
research laboratories worldwide, has 
tripled in less than a decade, approach- 
ing $125 million for 1989. During the 
year, GSC made significant inroads in 
promoting new and improved products 
such as Cryovac electrostatic protective 
film, Darfresh vacuum-skin food pack- 
aging, Dearborn wastewater treatment 
and paper process chemicals and the 
Monokote-6 fireproofing and Bituthene 
4000 waterproofing systems. Products 
in the research pipeline include emis- 
sion-control catalysts; enzyme-based 
products to prevent bacterial fouling 

of cooling tower surfaces; a new gener- 
ation of battery separators, and 
antifungal agents developed from bio- 
technology for use in greenhouses and 
nurseries. GSC continues to flourish with 
a broad base of products serving 
numerous industries. 


Environmental Concern 

GSC continues to further strengthen its 
environmental programs and works 
closely with the communities in which it 
operates to achieve mutually beneficial 
goals. In the last five years, GSC's envi- 
ronmental budget and headcount have 
each more than doubled, and produc- 
tion facilities continue to be upgraded 


with state-of-the-art pollution-control 
technology to safeguard local environ- 
ments and promote employee health 
and safety. In a recent report submitted 
to the federal government, GSC cited a 
47% reduction in 1988 emissions com- 
pared to the prior year. Environmental 
expenditures amounted to $65 million 
in 1989 and are expected to grow to 
more than $80 million for 1990.Through 
‘Responsible Care: A Public Commit- 
ment’'—a program of the Chemical 
Manufacturers Association—perfor- 
mance improvement guidelines have 
been established for the safe use of 
chemicals and for meeting environmen- 
tal, health and safety regulations 
within the chemical industry. Grace is a 
strong supporter of and an active 
participant in this program. 

Grace's role in environmental protec- 
tion goes beyond its internal programs 
as a chemical manufacturer; it has also 
developed a number of technologies 
that help other manufacturers in their 
environmental compliance efforts. In 
addition to existing products such as 
Dearborn water treatment chemicals, 
Daraform PVC-free gaskets, TEC pollu- 
tion control equipment and Davison 
emission-control catalysts, each of 
GSC's 13 U.S. and foreign operating 
divisions is currently developing 
products designed to safeguard the 
environment. 


Benefiting the Consumer 

Environmental protection is just one of 
the many end-uses for Grace specialty 
chemicals and materials. By their nature, 
these products are generally custom- 
formulated to add special features to 
an end-product. For example, silica is 
the specialty chemical material that 
helps ketchup flow smoothly from the 
bottle, keeps cake mix from clumping 
and prevents pharmaceutical tablets 
from falling apart. Billions upon billions 
of cans and bottles have had a small 
but essential component in common for 
more than 70 years—the Grace con- 
tainer sealing compounds that keep 
foods and beverages safe from bacte- 
ria and other contaminants, extend 
shelf life and preserve flavor. In big ways 
and small, Grace specialty chemicals 


and materials add quality and ease 
to everyday life—whether in the work- 
place, the home or the environment 
at large. 


Performance Under Fire—and Pressure 
Monokote is a fireproofing material 
designed to shield steel columns, beams, 
floors and roof decks from structural 
failure due to extreme heat. In the largest 
high-rise fire in California history, 
Monokote quality was put to the test. 
After more than 300 firefighters battled 
a four-hour blaze at the 62-story 
First Interstate Bank Building in downtown 
Los Angeles, Deputy Fire Chief Donald 
Anthony said that Monokote was ‘‘the 
single most important factor’’ in 
maintaining the integrity of the building. 
Even under the 2000-degree tem- 
peratures generated by the fire, which 
melted brass doorknobs and blew 
out windows, Monokote safeguarded 
the building's framework, limiting 
the spread of the fire and arresting a 
potential catastrophe. After testing every 
steel beam, column, bolt and weld on 
five fire-ravaged floors, the building's 
original structural engineers issued a 
report proclaiming that “‘fireproofing of 
the beams and columns was found to 
be virtually unimpaired,’ a major factor 
in preventing collapse of the building 
and loss of human lives. 

Force 10,000 is another hidden Grace 
construction product designed to main- 


Monokote fireproofing of steel beams was a major 
factor in safequarding life and property by limiting 
the spread of a spectacular mid-building fire that 
could have toppled the 62-story First Interstate Bank 
Building in downtown Los Angeles 


tain and enhance structural integrity. 

A microsilica admixture that greatly 
augments concrete’s strength and 
durability, Force 10,000 was specified 
by architects for use in one of Seattle's 
newest office towers—Two Union 
Square. The landmark design has a 
massive composite core that braces the 
720-foot-high structure, forming an 
enormously strong spine to support its 
58 stories. The core consists of four 10- 
foot-diameter sections of steel pipe 
filled with super-strength concrete 
(12000 psi) containing Force 10,000 
admixture. The unique concrete core at 
Two Union Square cut construction costs 
by about 30% while creating a strong, 
sway-resistant high-rise building. 


Convenience Foods 
As frozenTV dinners—the ultimate con- 
venience food of the Fifties and Six- 
ties—gave way to microwave meals, 
consumers continued to seek the flavor 
and quality of fresh foods. Innovations 
in packaging technology now assure 
supermarket shoppers of fine taste, 
nutritional value and convenience in 
freshly prepared foods including meat 
and poultry, seafood, baked goods, 
pizza, pasta, fruit and vegetables. 
Verdelli Farms, for example, is a third- 
generation family business that has 
been supplying fresh produce to East 
Coast markets since 1924. At first selling 
only what they grew on their Hummels- 
town, Pennsylvania farm, the Verdelli's 
now buy vegetables from all over North 
America and Mexico, precut and 
prepack the produce in Cryovac shrink 
film at a plant located near their home- 


stead and ship fresh to major supermar- 


ket chains. Verdelli’s precut broccoli, 
cauliflower, carrot sticks and stir-fry veg- 
etable mix have a Cryovac overwrap 
that allows the product to breathe, mini- 
mizing the browning that can mar the 
appearance of cut produce. Packed in 
microwave trays, these fresh vegetables 
can go from the grocery bag to the 
table in minutes without any cutting, 
chopping or waste. 


Lifesaving Systems 

Amicon’s ultrafiltration membranes are 
used in critical care medicine for treat- 
ment of fluid imbalance conditions. 


ECMO (extracorporeal membrane oxy- 
genation) is an extended heart-lung 
bypass therapy that employs Amicon 
Minifilter hemofilters for treating infants 
and children who face life-threatening 
cardiorespiratory failure. When a car 
carrying four-year-old Sarah Shelton 
plunged into a Michigan river, few 
expected Sarah to survive. Paramedics, 
who reached Sarah 45 minutes later, 
feared that their efforts would be in 
vain. Amazingly, Sarah was revived due, 
in part, to the frigid water temperatures 
which slowed the deterioration of brain 
cells. While Sarah underwent extensive 
treatment to repair her lungs and kid- 
neys, she sustained no permanent brain 
damage. The entire Grand Rapids com- 
munity joined Sarah's rescuers and hos- 
pital staffers in keeping a close watch on 
the little girl's progress. After 10 days, 
she was transferred to C.S. Mott Chil- 
dren's Hospital where she underwent 
two weeks of ECMO therapy to assist 
lung functioning and continuous 
hemofiltration to assist kidney perfor- 
mance. Sarah was treated by Dr. Robert 
H. Bartlett, Professor of Surgery at the 
University of Michigan and a leading 
expert on ECMO therapy. Dr. Bartlett, 
who is a consultant to Grace's Amicon 
Division, happily reports that Sarah is in 
perfect health today. 


Clean Air Technology 

More and more, industry finds itself 
pressed to maintain productivity and 
retain cost-effectiveness within the 
boundaries of toughening environmen- 
tal legislation. Grace Specialty 
Chemicals applies its technology and 
experience to meet these challenges 
with new products and systems that 
promote environmentally safe manufac- 
turing processes. 

Current and proposed clean air leg- 
islation mandates reductions of sulfur 
dioxide and nitrogen oxide emissions, 
both of which combine with water and 
pollutants in the air to form “acid rain.” 
Legislation also requires reductions of 


Construction of the new Tampa Convention Center 
called for 30,000 yards of concrete treated with 
Daracem 100 superplasticizer to improve concrete 
workability. Force 10,000 microsilica was also used to 
provide required higher strength characteristics 
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carbon monoxide emissions, which can 
cause breathing problems, particularly 
for babies and the elderly, and hydro- 
carbons, which, when combined with 
nitrogen oxides and sunlight, create 
smog. 

Davison Chemical’s new Synox cata- 
lysts are designed for use in a process 
called Selective Catalytic Reduction 
(SCR) to reduce nitrogen oxide (NOx) 
emissions from power plants that burn 
natural gas, oil or coal. A major im- 
provement over the catalysts now used 
extensively in Japanese and European 
SCR installations, Synox catalysts are 
lighter and more active, enabling U.S. 
power plants—almost half of which 
are coal burning—to meet new NOx 
limits in a more cost-efficient manner. 

Another process, based on an ad- 
sorption principle using Davison alumina 
beads, is designed to reduce the 
incidence of acid rain by removing both 
sulfur dioxide and nitrogen oxide 
emissions from coal-fired power plants. 
Matching federal funds for a demon- 
stration plant based on this technology 
have been awarded under the 
Department of Energy’s Clean Coal III 
Program. 

Combining Davison’s proprietary 
Camet stainless steel honeycomb sub- 
strates with other Grace catalyst 
technology, cogeneration catalysts are 
designed to control nitrogen oxides 
and carbon monoxide in the exhaust 
from gas turbines that generate elec- 
tricity and produce steam. Installed at a 
Santa Maria, California plant, this sys- 
tem emits cleaner air than that surround- 
ing the facility. 

Ozone decomposition catalysts are 
being installed on Northern Hemisphere 
ietliners to protect passengers and 
crew from elevated ozone levels experi- 
enced on high-altitude flights. Other 
specialty catalysts are used in indoor 
air purifiers to control carbon monoxide 
in homes and offices. Davison auto cata- 
lysts remove carbon monoxide, hydro- 
carbons and nitrogen oxides from car 
and truck exhausts. 


Driver Safety and Comfort 
Grace products benefit drivers in other 
ways as well. Daramic battery separa- 


tors, produced by the Polyfibron and 
European Darex Divisions, are a key 
component in the new ‘Switch’ batter- 
ies that combine a main and reserve 
battery in one unit. If equipped with the 


‘Switch,’ motorists won't be left stranded 


as the result of a dead battery. This new 
battery can eliminate the need for 
jumper cables and emergency road 
services as well as the frustration and 
helplessness that immediately follow the 
realization that the headlights were left 
on. When the main battery is drained, a 
motorist simply flips a switch to the 
reserve battery, starts the car, puts the 
switch back to its original position and 
drives away. Thirty minutes of continuous 
daylight driving will fully recharge the 
main battery. 

On the road, drivers and passengers 
can cruise in silent comfort if their car 
employs a Teroson acoustic-control 
package. Teroson sound-deadening 
products reduce road and engine noise, 
enhancing comfort in many Ford, Jaguar, 
Mercedes and BMW automobiles. 


From Laboratory to Classroom 

In Nashua, New Hampshire, Grace pro- 
duces Hampshire chelating agents and 
Hamposy! surfactants—versatile prod- 
ucts that have a number of consumer 
applications. When added to eye 
drops, contact lens solutions, cosmetics 
or packaged foods, chelating agents 
keep them free from bacterial contami- 
nation and prevent spoilage. Surfac- 
tants are the foaming and cleaning 
ingredients that make detergents, sham- 
poos and cleansers work better. 

These specialty chemicals are syn- 
thesized from a number of common 
organic chemicals. To help students and 
teachers in the community bridge the 
knowledge gap from chemical labora- 
tory to consumer product, Grace has ini- 
tiated a number of outreach programs 
to stimulate students’ interest in science 
education. One such program being 
implemented by Grace people is 


“Chemical Capers,” a fun, hands-on 


approach to chemistry education in 
which elementary school students solve 
chemical mysteries such as ‘‘Russian Flu 
and the Cuckoo's Nest” and ‘‘Freddie’s 
Film and the Fruit Fiasco." In “The Case 


of the Disguised Doodler,’ students 
were asked to discover the culprit who 
had defaced a portrait by using chro- 
matography, the science of separating 
parts in a mixture. Each caper is acted 
out by student "'suspects'’ and ‘‘detec- 
tives’ who rely on chemistry to solve the 
mystery (see cover). 

Grace also sponsors science fairs, 
donates science magazines and educa- 
tional materials, hosts plant tours and 
provides guest speakers who lecture at 
local schools. Other programs are 
geared to science educators. The Grace 
HOIST (Hands-On Instruction in Science 
Teaching) Award recognizes teachers 
who encourage student participation in 
the education process. ‘‘Steps in Sci- 
ence” is a Grace newsletter that serves 
as a clearinghouse for exchanging 
ideas and information among elemen- 
tary school teachers. Grace provides 
support so that teachers can attend 
workshops and conferences on science 
education and the development of 
improved teaching skills, including the 
Grace-sponsored “Laboratory Safety 
Workshop.’ For its efforts to encourage 
the professionalism of educators and 
make science more interesting and use- 
ful to students, Grace was a recipient of 
New Hampshire's first annual Gold 
Circle Partnership Achievement Award. 


A Dearborn service representative conducts an on- 
site inspection of one of 22 water cooling towers at a 
Martin Marietta manufacturing plant in Oak Ridge, 
Tennessee. Dearborn’s water treatment chemicals 
prevent the formation of scale and corrosion which 
attack industrial water systems. 
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Grace Petroleum, in partnership with 
Eisenhower Middle School in Oklahoma 
City, encourages students to explore the 
Stuc ly f the earth's natural resource 
and the environment, In addition t 


quest lecturing, Grace Petroleum ge 


gists bring learning to life when they 
guide seventh and eighth grade stu- 
dents, along with their parents, teachers 
and school administrators, into the 
Arbuckle Mountains for a closer look at 
nature. These field trips offer a unique 
opportunity to explore the local envi- 
ronment and to learn its origins and the 
importance of protecting it. 


The Industry Leader 
Grace Drilling Company —the largest 
land-based drilling rig contractor in the 
U.S., with 183 rigs at year-end 1989— 
provides its customers with both stan- 
dard and customized drilling rigs and 
related equipment as well as field per- 
sonnel who are expert in all phases of 
drilling. For oil and gas companies with- 
out in-house engineering capabilities, 
Grace Drilling lends engineering exper- 
tise to its customers, increasing produc- 
tivity at the drilling site and solving 
problems that delay drilling progress. 
With increasingly costly and com- 
plex environmental regulations, Grace 
Drilling is an industry front-runner in set- 
ting its own strict compliance standards 
for waste minimization and safe materi- 
als handling. It has also provided 
training to its customers and, through 
industry trade associations, urged 
the establishment of similar compliance 
programs and offered advice on their 
implementation. 


24-Hour Service 

Since 1928, drillers have relied on 
Homco International, Inc. to provide spe- 
cialized oil field services and equipment 
that substantially reduce downtime at 
drilling sites. In response to an emer- 
gency call from a rig operator at any 
time of day or night, Homco dispatches 
specialists to dislodge stuck pipe or 
other obstructions and recover cables, 
tools, rods and other objects caught in 
the well. As problems and emergencies 
can be highly varied, the skills and 
broad experience of Homco's techni- 
cians are often critical factors in 
successful completion of a job. 


Sourcing the Kilowatt 
Colowyo Coal Company, a 50%-owned 
partnership, mined a record 4.2 million 


tons of coal in 1989. Its low-sulfur, high- 
BTU coal complies with all state and 
federal clean air standards while being 
high in heat value, making it an ideal 
fuel for producing electricity. More strin- 
gent federal clean air standards and 
growing concerns over acid rain could 
further bolster sales of Colowyo’s “‘com- 
pliance coal'’—so named because its 
sulfur and ash content are so low that, 
when burned, there is full compliance 
with federal emission standards without 
the use of scrubbers or other cleanup 
measures. 


Doing It Right 

Colowyo is a model mine in engineering 
design, environmental soundness and 
reclamation. In strip mining, coal can 

be extracted by two methods—either 
by mechanical shovel or by dragline. 
Colowyo cost-effectively combines both 
of these methods, extracting coal from 
upper three seams with shovels and 
lower five seams by dragline. Mining 
engineers and students from Colombia, 
Africa, Japan, Germany and as far 
away as the People’s Republic of China, 
have visited Colowyo to learn about its 
unique open-pit, multiple-seam mining 
methods. 


Reclaiming the Land 

An overriding concern in all Colowyo 
mining operations is the preservation of 
the landscape and wildlife habitats. 
Reclamation is an ongoing process— 
not something that takes place after a 
mine is closed. As the dragline extracts 
coal, Colowyo agronomists, geologists 
and landscape engineers are right 
behind it, seeding new grasses and 
shrubs, transplanting mature shrubs, 
fertilizing and controlling erosion. Many 
of the reclaimed areas at the Colowyo 
mine site offer as much as three times 
the amount of forage for wildlife and 
livestock as is available on neighbor- 
ing undisturbed land. As proof of its suc- 
cess in this area, Colowyo has been 
repeatedly cited for outstanding recla- 
mation work by the Colorado Mining 
Association. 


Grace Specialty Businesses (GSB) 
reported sales of $1.7 billion and 
after-tax operating income of 
$44.5 million for 1989.In cocoa, 
distribution, specialty agriculture 
and textiles, GSB holds market 
leadership positions based on 
dedication to innovation and 
quality.GSB people, the ‘human 
capital’ essential to the strength 
of these businesses — are engaged 
in providing superior products and 
services. They are committed, as 
well, to applying their expertise 
to voluntary initiatives within their 
respective industries and local 
communities. 


$ Millions 1989 1988 
Sales and Revenues $1,694.5 $1,650.1 
Operating Income After Taxes 44.5 44.8 
Employees | - 7,400 6,600 


In the Ecuadorean Andes near the city of Cuenca, 
American Breeders Service (ABS) helps dairy farmers 
increase milk production from Holstein cattle 
improved by ABS genetic services 


Twenty-five Years in Chocolate 

1989 marked the 25th anniversary of 
Grace's entry into the cocoa and 
chocolate products industry, and Grace 
Cocoa, a 75%-owned partnership 
formed in January 1988, responded 
with impressive results, posting record 
sales and net income. Grace Cocoa 
processes nearly 10% of the world’s 
total cocoa bean crop. At Ambrosia 
Chocolate in Milwaukee, Wisconsin, con- 
struction of a state-of-the-art, multi- 
million dollar manufacturing facility is 
scheduled to begin in April. Continuing 
to expand global presence while 
integrating its network of high-quality 
chocolate and cocoa operations, 
Grace Cocoa recently signed an 
agreement to acquire Soboca, a French 
chocolate manufacturer in Dijon. 


Book Shipments in Millions 

As the nation’s leading book whole- 
saler, Baker & Taylor Books, a unit of 
Grace Distribution, supplies books and 
audiocassettes to approximately 
86,000 bookstores and school, public 
and university libraries worldwide. In 
1989, Baker & Taylor (B&T) shipped 44 
million books—the largest number in 
its 1}61-year history. Retailers and librari- 
ans met readers’ demands faster and 
more efficiently than ever through 
increased reliance on B&l's innovative 
electronic ordering and inventory 
systems. BT LINK, introduced in 1989, 
offers a wide range of electronic ser- 
vices, including the latest CD-ROM 
technology. 


Combating Illiteracy 

B&T Books joined with First Lady 
Barbara Bush in spearheading pro- 
grams to combat illiteracy in the United 
States in 1989—'‘The Year of the Young 
Reader.” In support of librarians’ and 
educators’ efforts to encourage young 
people to read more, B&T published a 
special catalog, Books for Growing 
Minds, designed to showcase the best in 
children's literature. The catalog lists over 
1,500 popular books and audiocas- 
settes for children, categorized by age, 
with jacket photos as well as annota- 
tions of almost 700 entries for visual 
and title recognition. As Honorary 


Chairperson of “The Year of the Young 
Reader,’ America's First Lady congratu- 
lated B&T on its contribution, stating, 


"This noncommercial effort is a wonder- 


ful example of how businesses can 
make an important commitment toward 
better education.” 

With one out of eight 17-year olds in 
this country functionally illiterate, B&T 
made a special effort to capture the 
interest of young adults when it intro- 
duced merchandising displays targeted 
to teens. These free-standing, corru- 
gated book displays employ eye-catch- 
ing graphics—the "Admission Free” 
display resembles a movie marquee and 


‘America’s Top 20," a jukebox. Connie 


Lawson of Ohio's Cuyahoga County 
Public Library was enthusiastic, saying, 


“It's been a hit since we got it. Our only 


complaint is that we can't keep it filled.” 
The new program marks the first time 

a wholesaler has assisted public 
libraries with any type of mass-market 
promotion. 

B&T also sponsors “‘Literacy Clear- 
inghouse,’ a monthly column published 
in the Library Journal, a trade publica- 
tion for librarians. B&T people get 
actively involved in literacy programs as 
well. For example, in Commerce, Geor- 
gia, B&T distribution center employees 
volunteer their time as reading coaches 
at Commerce Elementary School. 


Transportation Safety 

Grace Transportation Services (GTS) has 
been transporting products for Grace 
and other companies for over 20 years. 
Based on GTS' reputation for safety 
and efficient, superior service, it is fre- 
quently called upon by transportation 
industry groups and government agen- 
cies to lend its expertise to transpor- 
tation safety initiatives. In 1985, then- 
Secretary of Transportation Elizabeth 
Dole appointed GTS Safety Director 
Doug Lax to a special transportation 
safety task force. Since that time, Doug 
has been meeting with his colleagues in 
the Department of Transportation and 
the American Trucking Association to 
review state transportation regulations 
regarding hazardous materials han- 
dling and transport to ensure that they 
are on a par with federal standards. 


Tom Washburn, a GTS driver based in 
Watseka, Illinois, was singled out by the 
American Trucking Association to join its 
1990 ‘America’s Road Team.” Commit- 
ted to professionalism and highway 
safety, Tom and nine other ‘‘Road Team” 
members nationwide meet with 
reporters and address business, civic 
and educational groups on issues of 
safety awareness. 


Good Neighbors 

GTS loans its fleet for local community 
purposes and has a standing policy to 
provide volunteer Grace drivers and 
transportation equipment to charitable 
agencies, churches and civic groups in 
need of help. When Hurricane Hugo 
blazed a trail of destruction across the 
Southeast, GTS assisted in relief efforts. 
Responding to a call from the Baker & 
Taylor distribution center in Commerce, 
Georgia, GTS sent a 45-foot van to haul 
food, clothing and medical supplies col- 
lected by Commerce residents to help 
hard-hit Charleston, South Carolina. 

It doesn't always take a natural disas- 
ter for GTS to heed a call for aid. A 
familiar sight in the annual holiday 
parade in Watseka, Illinois is a GTS flat- 
bed unit loaded with toys collected 
for needy children. Encouraged by its 


‘Good Samaritan” policy, many GTS 


drivers have come to the aid of stranded 
motorists, relaying their calls to tow 
operators and, sometimes, changing 
their flat tires. 


Computerized Farming 

Approaching a half century of service 
to the cattle industry, American Breeders 
Service (ABS), a Grace Specialty Agricul- 
ture company, is committed to increasing 
the quality and quantity of global food 
supplies by assuring superior genetics 
through artificial insemination and herd 
management programs. Farming today 
is a high-tech business. Computerized 
feeders ration precise proportions of 
corn, alfalfa and soybeans to maximize 
nutritional input for animals. This, com- 
bined with ABS' Genetic Mating Service, 
which relies on computerized genetic 
traits to improve the quality and volume 
of milk production, means that dairymen 
can supply more milk each day. In Third 


World countries like Zimbabwe and 
Costa Rica, however, food supply is 
more critical and tough climatic condi- 
tions pose greater challenges to ABS. 
The genetic traits of the Zebu bull offer 
one solution. Its offspring produce more 
milk and are better able to withstand 
torrid climates. 


ABS Specialty Genetics 

Researchers at ABS Specialty Genetics 
continue to refine the efficiencies of the 
technical steps involved in genetically 
duplicating dairy cattle. The goal of this 
project is to increase milk production 
while eliminating the genetic uncertain- 
ties inherent in artificial insemination. 


Specialty Textiles Expands 

Grace Specialty Textiles, which had a 
record year in 1989, enhanced its 
product offering with the June acquisi- 
tion of Cambier, a Belgian manufacturer 
that utilizes computer-aided design to 
produce high-quality acrylic fabrics for 
outdoor furniture and apparel. Bekaert 
fabrics, noted for their unique design 
and weaving techniques, are used to 
cover mattresses, windows, walls and 
furniture. Some Bekaert wallcoverings 
are woven on looms wide enough to 
produce a single piece of seamless fab- 
ric that will cover an entire 8’ x 8’ wall. 


“The Nightwatch’ by Rembrandt van Rijn, is on exhibit 
in Amsterdam's famous Rijksmuseum. The walls are 
covered with special fabric from Bekaert Textiles 


The Health Care Group recorded 
annual revenues of $716 million 
and operating income after taxes 
of $30.7 million in 1989. In Janu- 
ary 1990, the Company increased 
to 100% its ownership of National 
Medical Care, Inc. (NMC), the 
primary component of the Health 
Care Group. NMC, the leading 
U.S. provider of kidney dialysis 
services, also manufactures spe- 
cialized medical products, and 
supplies home care services. 


1989 28 

es and Revenues $715.8 
Operating Income After Taxe 30.7 
Bruplivon 9,600 
In addition to National Medical Care, Grace has 
elected investments in the field of health care suct 
as the Lemmon Company, located in Sellarsville 
Pennsylvania, a manutacturer and marketer of 


yeneric pharmac euticals 


Clinical Care 

In the early Sixties, when advances in 
medical technology made it possible 
for patients with chronic kidney failure 
to sustain life through maintenance dial- 
ysis, few hospitals had the resources to 
offer this costly service to the commu- 
nity. NMC provided the solution when it 
opened the world’s first out-of-hospital 
chronic dialysis clinic. Not only did it 
offer high-quality medical care at an 
acceptable cost but more personalized 
service—an important « onsideration for 
patients and their families. 

Today, through a network of more 
than 350 dialysis clinics, NMC provides 
over three million dialysis treatments 
annually to 24,000 patients. Clinics 
are operated by local physicians and 
staff with central support from NMC 
in the form of managerial resources, 
established systems and procedures, 
standardized clinical policies and pro- 
tocols, coordinated supply systems 
and staff training. 

As part of the NMC network, physi- 
cians can pool medical data when 
needed and rely on the resources of 
NMC's LifeChem Services Laboratory. 
LifeChem performs basic laboratory 
tests for 25% of all U.S. dialysis patients. 
Its dialysis data base of clinical tests 
is available to physicians to evaluate 
and analyze the outcome of individual 
treatment regimens against nationwide 
dialysis statistics. With the most compre- 
hensive statistics on end-stage renal 
disease test results available, NMC 
has developed a complete range of 
dialysis-related supplies for clinics and 
home patients. 


Home Care 

To contain health care costs and 
provide less traumatic forms of treat- 
ment than those available in hospitals 
for patients requiring long-term care, 
NMC introduced its home care services 
in 1979. With proper training, profes 
sional services and caring support, a 
more comfortable 
and recover more rapidly at home than 
in a hospital. NMC home care services 
include customized pharmaceutical 
preparations for nutritional infusion 
therapies (for those unable to swallow 


patient will often fee 


or digest food properly), patient 

spec ific intravenous solutions for anti 
biotic infusion, pain management and 
chemotherapy and respiratory and 
rehabilitation therapies. 

NMC manages the entire transition 
from hospital to home. Following hospital 
discharge, NMC home care profession- 
als maintain close contact with pre- 
scribing physicians. They visit patients at 
regularly scheduled intervals and are 
available 24 hours a day, seven days a 
week. Routine patient visits include train- 
ing, assessing and monitoring patients’ 
well-being and clinical regimens, main 
taining patients’ in-home ec juipment, 
checking supply inventories and replen- 
ishing stock when necessary. Home care 
services ease anxiety and help patients 
and their families cope with long-term 
care in a cost-effective environment. 


Advances in Biotechnology 
Developments in biotechnology at 
Grace promise hope for millions coping 
with diabetes and critically high levels 
of cholesterol. Presently in the second 
year of preclinical trials is an artificial 
pancreas designed to introduce living 
pancreatic cells into the human body to 
maintain normal glucose levels for 
extended periods of time. Its use would 
eliminate the need for a human donor 
and immunosuppressive drugs involved 
ina pancreas transplant. It would also 
eliminate the injections gluc ose testing 
and dietary restrictions common to 
more than one million diabetic patients 
in the U.S. 

Grace researchers are also testing a 
system for directly removing LDL (low- 
density lipoprotein) cholesterol from 
blood without requiring prior separa- 
tion of blood cells from serum. This 
product would initially benefit those 
who have inherited a genetic deficiency 
causing high cholesterol levels that can 
be life-threatening at an early age. 


With the convenience and quality of National 
Medical Care's home health care services, pro 
rupt family lite 


tracted illnesses need not di 


rnmnc Homecare Division, Inc. 
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W.R. Grace & Co. and Subsidiaries 


Report of Independent Accountants 


Management's Responsibility 
for Financial Reporting 


153 East S3rd Street 
New York, NY 10022 


Price Waterhouse i 


To the Shareholders and Board of Directors of W.R.Grace & Co. 


In our opinion, the accompanying consolidated financial statements appearing on pages |7 
through 31 of this report present fairly, in all material respects, the financial position of W.R. Grace 
& Co. and subsidiaries at December 31,1989 and 1988, and the results of their operations and 
their cash flows for each of the three years in the period ended December 31, 1989, in conformity 
with generally accepted accounting principles. These financial statements are the responsibility of 
the company’s management; our responsibility is to express an opinion on these financial state- 
ments based on our audits. We conducted our audits of these statements in accordance with 
generally accepted auditing standards which require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements, assessing the accounting principles used and significant estimates made 
by management, and evaluating the overall financial statement presentation. We believe that our 
audits provide a reasonable basis for the opinion expressed above. 


As discussed in Note 12 to the financial statements, the company changed its method of account- 
ing for income taxes in 1988. 


Crit. Greens. 


January 31,1990 


Management is responsible for the preparation, as well as the integrity and objectivity, of the 
financial statements and other financial information included in this report.The financial statements 
and other financial information have been prepared in conformity with generally accepted 
accounting principles and accordingly include certain amounts that represent management's best 
estimates and judgments. 


For many years, management has maintained internal control systems to assist it in fulfilling its 
responsibility for financial reporting, including careful selection of personnel, segregation of 
duties, formal business, accounting and reporting policies and procedures and an extensive 
internal audit function. While no system can ensure elimination of all errors and irregularities, the 
systems, which are reviewed and modified in response to changing conditions, have been 
designed to provide reasonable assurance that assets are safeguarded, policies and procedures 
are followed and transactions are properly executed and reported. The concept of reasonable 
assurance is based on the recognition that there are limitations in all systems and that the cost of 
such systems should not exceed the benefits to be derived. 


The Audit Committee of the Board of Directors, which is comprised of directors who are 
neither officers nor employees of nor consultants to Grace, meets with Grace's senior financial 
personnel, internal auditors and independent accountants to review audit plans and results as 
well as the actions taken by management in discharging its responsibilities for accounting, finan- 
cial reporting and internal control systems. The Audit Committee reports its findings, and also 
recommends the selection of independent accountants, to the Board of Directors. Management, 
the internal auditors and independent accountants also have direct and confidential access to 
the Committee at all times. 


The independent accountants are engaged to conduct audits of and render a report on the 
financial statements in accordance with generally accepted auditing standards. These standards 
include a review of the systems of internal controls and tests of transactions to the extent consid- 
ered necessary by them for purposes of supporting their opinion set forth in their report. 


Financial Statements 


Consolidated aietamieee? of Income 


$ millions (exc ept per share 


Years Ended December 3], 


Sales and revenues... . 

Equity in earnings of affiliated companies . 

Dividends, interest and other income .. . ; 

Net gain on restructuring of natural resource 
operations. . 


Cost of goods sold and operating expenses. . 


Selling, general and administrative expenses .......... 
Depreciation, depletion and amortization ............ 


Interest expense .._. or 
Research and development expenses . 


Income from continuing operations before 
income taxes 
Income taxes . 


Income from continuing operations 
Income (loss) from discontinued operations 
(including net gains on disposals) . . . 


Income before extraordinary item 


and cumulative effect of accounting change ......... 
Tax benefit of operating loss carryforward........ 


Cumulative effect of accounting change . .. . 


Net income 


Earnings per share: 


Primary: 
CONIMUTG OPSTANONS ies wee ic ve ase ais wei aia e 68 & 
Net income 
Fully Diluted: 
Continuing operations. . 
NERINGOME tess ise cee aes , 

Consolidated Statement 

of Shareholders’ Equity 

$ millions Preferred Common Paid in Retained 

Stocks Stock Capital Earnings 

Balance at “Waele 1987 .... $7.7 $55.8 $641.6 $1,238.9 
Net income. .. . i ct Be — ~ — 173.) 
Dividends paid - — — — (119.2) 
Two-for-one Common Stock split = 42.0 (42.0) - 
Retirement of treasury shares . — {13.6) (580.8) _ 
Stock options. . ae = 4 19.5 
Translation adjustments. . — = = 
Stock ‘i: elas {.2) = = 
Other..... = -l 2.8 

Balance at December 31,1987 . 75 84.7 41.1 1,292.8 
Net income. . — _ — 233.6 
Dividends paid . — — = (119.1) 
Stock options and awards. sia ib actiee — iG (2.6) 

Translation adjustments . oe = — = = 
Other. ; == _— (.2) 

Balance at Seewnibur 31, 1988 7.5 85.2 38.3 1,407.3 
Net income. . . — _ —~ 2532 
Dividends paid yee 2.5 Oe Bare SE Bac 5 — — = (119.7) 
Stock options and awards. . — 3 7.4 
Translation adjustments. ..............-.-55- = = = 
NSF ic8: sos 55 4G Fe PE RH Be at BIA te eee _ li _ 

Balance at 1 Baconibar | I Lo): $7.5 $85.5 $ 47.4 $1,540.8 

The Noles to Financial! Statements, pages 20 to 3, are integral parts of these statements, 


1989 1988 1987 
$6,114.6 $5,786.1 $4,515.4 
23.4 23.0 20.4 
85.8 Ziis 58.5 
114.4 _=- _ = 
6, 338.2 5,880.4 4,594.3 
4,176.0 3,956.3 3,091.9 
1,120.5 1,039.4 795.6 
318.2 281.2 228.9 
213.3 167.9 122.9 
124.8 _ 119.0 107.3 
5,952.8 5,563.8 4,346.6 
385.4 316.6 247.7 
128.8 124.6 105.8 
256.6 192.0 141.9 
(3.4) _ 36.7 18.6 
253.2 228.7 160.5 
— — 12.6 
ee 
$ 253.2 $ 2336 $ 1731 
S$ 301 $ 226 5 167 
$ 297 $ 275 § 203 
S$ 2.86 $ 219 $ 1:67 
$ 282 $ 2.62 $ 1:99 
Foreign Common 
Currency — Stock in 
Adjustments Treasury Total 
$(39.5) $(595.9) $1, 308.6 
— _ 173.1 
= = (119.2) 
— 594.4 
= = 19.9 
104.2 — 104.2 
— (27.5) (27.7) 
7 “ 1.5 4.4 
64.7 (27.5) 1,463.3 
— = 233.6 
= = (119.1) 
— 14.6 12.5 
(39.0) — (39.0) 
—= | = (.2) 
25.7 (12.9) q 551. ] 
_ — 253.2 
= = (119.7) 
== fs a 20.8 
23:5 — 235 
= {3% 15 
$49.2 $ $1,730.4 
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Financial Statement 


Consolidated Statement of Cash Flows §$ millions 


Years Ended December 3], 1989 1988 1987 


CashFlows from Income from continuing operations before income taxes .... $385.4 $316.6 $247.7 
Operating Activities Adjustments to reconcile operating pretax cash flows 
for continuing operations: 


Depreciation, depletion and amortization. ............. 318.2 281.2 228.9 
Equity in unremitted earnings of affiliated companies ee (10.6) (12.3) (9.4) 
Net pretax gain on restructuring of natural resource 

operations ..... AN ae (114.4) - — 


Changes in assets ond liabilities, net of effects of 
acquisitions of businesses: 
(Increase) in notes and accounts receivable, 


less allowance............ Se Hos cw a Gees On wh are (142.9) (135.6) (92.1) 
(Increase) in inventories ... 2.0... 5.60 c eee eee eee (36.4) (62.2) (21.3) 
Increase in accounts payable .... 2.2.0... 6. eee ee 19.4 50.3 64.3 
Receivable due from insurance carriers............... (21.2) (96.7) {12.0} 
GE, mcs grrereus-eim » st spsrtats, SMocan BR Pens wlbisd Boece tee _ tke (4.4) (16.2) 
Net pretax cash flows sidelidad i operating activities of 
CONNUINGGHEIAIONS« cs snes: acmecesis act aalemeyays a 408.5 336.9 389.9 
Net pretax cash flows (used for} provided by operating 
activities of discontinued operations ..... Moimieae eee. _ WANG) 38.6 (5.5) 
Net pretax cash flows from operating activities. ........... 366.9 375.9 384.4 
INCOMENGKESGBIG sora ca wnomrows gets eiteaieareg arent evens (LOTS) _ [149.2) (110.7) 
Net cash flows provided by operating activities ........... (175.6 226.3 273.7 
CashFlowsfrom = Capitalexpenditures ...... AG ie eh cet eae (484.6) (418.1) (242.5) 
Investing Activities Businesses acquired in purchase transactions, 
PELOECOSIKAOCAUIFOE on neuss axno, sechumas saw ae BE sae enw Bu F (124.9) (124.0) (32.3) 
Purchases of energy services equipment . ar its ee (71.4) (42.5) (32.6) 
(Increase) decrease in investments in and advances to 
affiliated companies ................-. 4 (4.9) (40.1) Sao 
{Increase} in net investment in discontinued operations... at Ye (10.0) (36.5) (28.8) 
Net proceeds from initial public offering of subsidiary .... .. 82.5 ~ -- 
Net proceeds from divestment of businesses. ............. 380.1 338.5 77S 
Proceeds from eeerae ot CESOlS ss tans Kokam are Hew te ace 27.3 24.3 31.6 
CO tri) saiey castings aavaramce imac wcea niet aes RS eries tenets (49.2) 22.6 (10.3) 
Net cash (used Sor} investing activities ......... EAM coeur (255.1) (275.8) (204.1) 
Cash Flows from Increase in borrowings having original maturities 
Financing Activities in excess of three months... ..... ag git 23.2 LS: 161.7 
Repayments of borrowings having original maturities 
iIN}OxCees Sf THES MONASie: cca cases cada Sosa rquew ap ows (50.8) = (172.1) (60.8) 
Net increase in borrowings having original maturities 
ofless than three months... ..... ... 6 oe ees ee sie ee cow ees 192.8 312.5 6.4 
Dividends paid ....... sapenresis & Petes ose Rot oz ray wORE BG (hIs7y | th Se} (119.2) 
RUE N GSO ONSIDION olen ce orasi eran eaten sedl Muscat Ode Boh Se — = (27.7) 
OER: cos. oe Was Mh INE HER Hew SE aes 5 RS ay WE ROY Bae OF 6.6 167 15.5 
Net cash provided by (used for) financing activities ........ (52.1 41.5 (24.1) 
Effect of exchange rate changes on cash 
GNECOSHOQUINGIEM cn cn ac wes wow wee OE ee Bow Hs grote He 3.4 (10.7) 13.4 
(Decrease} increase in cash and cash equivalents. . . . . 25 (24.0) (18.7) 58.9 
Cash and cash equivalents, beginning of year ............ 132.7 151.4 92.5 
Cash and cash equivalents, end of year... ............. $ 108. I» 132. 7 $ 151.4 


The Notes to Financial Statements, pages 20 to 31, are integral parts of this statement. 


Assets 


Liabilities 


Shareholders’ Equity 


Consolidated Balance Sheet $ millions ‘except par value) 


December 31, 


Current Assets 
Cash and cash equivalents, including marketable 
securities of $179 (1988—$176). ee 
Notes and accounts receivable, less allowance 
of $449 (1988—$46.5) 
Inventories - . hae 
Net current assets of discentinuad Operations. B fin sc iee, a acoe 
Other current assets ...... Jgisd he ir Sua boasts oimavaaed te Bea TSuaie whereas ae 


Sachtuieentdecnie.... SAR SATE TAS EAS. Sia ues (alae apa, RS Rao 


Net long-term assets of discontinued operations ........ 

Investments in and advances to affiliated companies .......... 
Properties and equipment, net... 00... cece eens 
Other assets .... Bake fee we yo ez 
Goodwill, less occumulated amortization of $41 9 


PMR ss accunicas viene acer casdhleh om Kiley toe 


Current Liabilities 

loans payable ..... ; : 
Accounts payable........... sgl eassamereees 
INCOME 1ORES:... 0... 6 ce ene ere ei siers ee 
Othenedrrent liabilities: sie ac.sav occseenisews wae 


Total Current Liabilities ._. 


long-termdebt.............. 2 g's nb rare. § 

Noncurrent liabilities. ......... see estas: eens es : 

Deferred income taxes ........ ace mS REA SE cone ool nica ae Seon oes 
MINORITY INTSreSiS:. o3. 5 sc Bas Ge Re 5 tie Wom Hew He W SE shale BE GMa BB ok a 


Total Liabilities. ......... 


Preferred stocks, par value $100... . 

Common stock, $1.00 par value; 300; 000; 000 shares cuikiorized, 
85,454,000 shares outstanding at December 31, 1989 and 84,920,000 
at December 31, 1988 — 600 shares held in treasury in lar 

Common stock in treasury. . FAVE TTS Hus ce Te SBE 

PGE TEANGA scsi carson ns sas Nerac af recoec Re le ddl 

Retained earnings.........-.-..-.-4-- en een Cae ane 

Foreign currency translation adjustments. ...........0.0.0002000-. 


Total Shareholders’ Equity............ At rk etapa amare waver 


The Notes to Financial Statements, pages 20 to 31, are integral parts of this statement. 


Financial Statement 


19891988 
S$. 108.7 :°3 1327 
1,163.2 1,068.9 
762.5 75\5 
39.7 29.6 

__ 92.2 45.4 
2,166.3 2,028. 1 
43.8 46.7 
162.7 140.5 
2,220.0 2,028.3 
728.5 731.5 
297.8 215.1 
$5,619.1 $5,1 190.2 
$ 379:0 $ 307.5 
619.6 589.6 
129.4 155.6 
461.1 445.4 
1,589.1 1,498.1 
1,637.7 1,509.1 
419.4 467.2 
89.5 84.4 
153.0 80.3 
3,888.7 3,639. | 
75 79 

85.5 85.2 

— (12.9) 

47.4 38.3 
1,540.8 1,407.3 
49.2 —25.7 
1,730.4 1,851.1 
$5,619.1 $5,190.2 


W.R. Grace & Co. and Subsidiaries 


Note 1—Summary 
of Significant Accounting 
and Financial Reporting Policies 


Note 2—Asbestos and 
Other Litigation 


The accounting and financial reporting policies of W.R. Grace & Co. and subsidiaries ("‘Grace’’) 
conform to generally accepted accounting principles and reflect practices common in Grace's 
various businesses. 


Consolidation Principles The consolidated financial statements include the accounts of 
W.R. Grace & Co. and majority-owned companies. Investments in affiliated companies (20% to 
50% owned) are accounted for under the equity method. 


Reclassifications Certain information for prior years has been reclassified to conform with the 
1989 presentation. 


Accounting Change Effective January |, 1988, Grace adopted Statement of Financial Account- 
ing Standard ("FAS") No. 96, “Accounting for Income Taxes" (see Note 12 - Income Taxes}. 


Cash Equivalents Cash equivalents consist of highly liquid instruments with original maturities of 
three months or less. 


Inventories Inventories are stated at the lower of cost or market. Due to the diversified nature of 
Grace's operations, several methods of determining cost are used, including first-in/first-out, aver- 
age and, for substantially all United States chemical inventories, last-in/first-out. Market value for 
raw and packaging materials is based on current cost and, for other inventory classifications, on 
net realizable value. 


Properties and Equipment and Related Depreciation Properties and equipment are stated 
at the lower of cost or net realizable value. Depreciation of properties and equipment is generally 
computed using the straight-line method over the estimated useful lives of the assets. The successful 
efforts method of accounting is used for oil and gas operations. Depletion of natural resource 
reserves is determined by the unit-of-production method. Interest is capitalized in connection with 
maior project expenditures and amortized, generally on a straight-line basis, over the estimated 
useful lives of the assets. 


Goodwill Goodwill arises from certain purchase transactions and is amortized using the 
straight-line method over various periods not exceeding 40 years. 


Earnings Per Share Earnings per share are computed on the basis of the weighted average 
number of common shares outstanding. Earnings per share assuming full dilution are computed 
based on the assumption that convertible debt obligations were converted at the beginning of the 
period or, in the year of issuance, when issued. 


There are various lawsuits pending against Grace relating to exposure to asbestos-containing 
products previously sold by Grace. At year-end 1989, Grace was a defendant in approximately 
17.600 asbestos-related lawsuits (as compared to approximately 13,600 at year-end 1988), and it 
is anticipated that Grace will be named as a defendant in additional asbestos-related lawsuits in 
the future. In most lawsuits to date, Grace is one of many defendants. 

Of the asbestos-related lawsuits pending at year-end 1989, 137 involve property damage 
allegedly caused by the use of asbestos-containing materials in the construction of public and 
private buildings. The plaintiffs in these lawsuits generally seek, among other things, to have the 
defendants absorb the cost of removing, containing or repairing the asbestos-containing materials 
in the affected buildings. Through year-end 1989, 59 property damage cases had been dismissed 
with respect to, and without payment by, Grace (including one case in which a 1986 jury verdict of 
$1.3 against Grace was reversed in 1989 by the United States Court of Appeals for the Eleventh 
Circuit, which dismissed the case). In a separate case (decided in 1986 in the United States District 
Court for South Carolina), the jury returned a verdict of $8.4 (subsequently reduced to $6.8) 
against Grace, which was upheld on appeal. In October 1989 through February 1990, juries 
returned verdicts in favor of Grace in three property damage lawsuits respectively brought by a 
Pennsylvania school district, the owners of a Los Angeles, California commercial office building 
and Methodist Hospital of Memphis, Tennessee. In addition, through year-end 1989, Grace settled 
property damage cases and claims relating to 1,812 buildings. Under the terms of these settle- 
ments, Grace agreed to pay a total of $115, substantially all of which has been paid. Grace has 
recorded a receivable for the insurance proceeds it expects to obtain in connection with these 
settlements, the property damage judgment described above and certain defense costs paid 
by Grace. 


Note 3—Discontinued 
Operations 


Notes to Financial Statements § millions (except per share) 


The remaining asbestos lawsuits pending at year-end 1989 involve claims for personal injury. 
Through year-end 1989, approximately 2,200 personal injury cases had been dismissed with 
respect to, and without payment by, Grace (primarily on the ground that its products were not 
involved), and approximately 4,100 personal injury cases and claims had been settled for a total 
of $154, a substantial portion of which was covered by insurance. 

To date, Grace's insurance carriers generally have not acknowledged or have denied the 
applicability of their insurance coverage to Grace's property damage lawsuits and claims, and 
Grace is currently involved in litigation with its carriers concerning the applicability and extent of 
its insurance coverage. In the first case to be decided [relating to the 1987 settlement of a property 
damage case}, the United States District Court for the Eastern District of Texas decided in February 
1988 (on a Grace motion for summary judgment] that the applicable insurance carriers are liable 
for the full settlement amount, as well as related defense costs. In March 1990, this decision was 
reversed on jurisdictional grounds by the United States Court of Appeals for the Fifth Circuit. Grace 
intends to seek review of the Court of Appeals decision. If the Court of Appeals decision is not 
reversed, Grace will pursue the matter as part of its other asbestos insurance litigation. 

Grace's ultimate liability in respect of its asbestos lawsuits and claims will depend on the extent 
to which its insurance will cover damages for which it may be held liable, amounts paid in 
settlement and litigation costs. Grace believes that its insurance will cover a substantial portion of 
such damages, amounts and costs, Consequently, Grace believes that the resolution of its asbestos 
lawsuits and claims will not have a material adverse effect on its consolidated financial position. 

In June 1984, Continental Illinois National Bank andTrust Company of Chicago (‘Bank’) filed a 
legal action against Grace.The action arose out of a $75 nonrecourse production payment loan 
(‘‘Loan’’) made by the Bank in connection with certain natural gas properties in which Grace has 
an interest. In September 1984, the Bank sold the Loan to the Federal Deposit Insurance Corpora- 
tion ("FDIC"), which became the plaintiff in the action. The plaintiff alleged, among other things, 
that Grace failed to provide certain information concerning a gas field to the Bank in connection 
with the making of the Loan. In October 1987, the jury rendered a verdict in the action awarding the 
FDIC $25 in compensatory damages {which would be applied to the outstanding Loan balance) 
and $75 in punitive damages; in June 1988, a United States District Court Judge reduced the 
punitive damage award to $25, and the FDIC accepted this reduced judgment. Grace appealed 
the judgment and, in June 1989, the United States Court of Appeals for the Seventh Circuit affirmed 
the trial court's finding of liability but remanded the lawsuit for a new trial on damages. In 
December 1989, Grace filed a petition to appeal the Court of Appeals decision to the United 
States Supreme Court, which petition remains pending. Grace believes that the lawsuit will not 
have a material adverse effect on its consolidated financial position. 

Grace is also involved in various other lawsuits and claims arising from the conduct of its 
business. Such matters are not material to its consolidated financial position. 


In March 1987, Grace sold its Bermans leather apparel business (“‘Bermans’’} for approximately 
$99 |before reinvestment of $19 in notes of the buyer). In connection with the sale, Grace also 
received warrants to purchase a common equity interest of 34.5% to 47.5% in the buyer's parent. In 
determining the net pretax gain on this disposal, Grace did not include any value of the securities 
acquired in connection therewith. ln November 1988, Grace sold its remaining interest in Bermans 
for net proceeds of approximately $46 and also received $19 on the redemption of the notes 
referred to above. In February 1988, Grace received proceeds of approximately $20 on the sale 
of its remaining interest in Home Quarters Warehouse, Inc. 

During 1988 Grace received proceeds aggregating approximately $380 for the sale of fertil- 
izer operations, before debt repayment of $77 and reinvestment of $22. In January 1989, Grace 
sold its 50% interest in a Florida phosphate mining partnership for $109 and used the proceeds to 
repay its share of the partnership's debt obligations. In addition, in July 1989 Grace received 
payments of $38 on securities acquired in connection with one of the 1988 sales. The remaining 
fertilizer facility to be sold is a multi-plant ammonia complex in Trinidad, a portion of which is 
owned by a company in which the Government of Trinidad andTobago has a 51% interest. 

All operating results of the fertilizer business, together with gains and losses on divestments, are 
being applied to a divestment reserve established in 1986. The reserve remaining at December 31, 
1989 is $124. It is expected that the remaining reserve is sufficient to cover liabilities retained by 
Grace and any potential loss that might be incurred on the sale of the Trinidad operations. 
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Note 4—Notes and 
Accounts Receivable 


Sales and operating results for discontinued operations, including net gains (losses) on dis- 
posals, for the three years ended December 31,1989, 1988 and 1987 are as follows: 


Retail Restaurant — Fertilizer Total 


Year Ended December 31,1989 


Sales. . ae ere $ — $ 520 $ 784 $ 130.4 
Loss ne operations Salis taxes ... _ (1.0) —* (1.0) 
Net pretax loss on disposal of operations. — (3.0) —* (3.0) 
Income tax benefit relating to discontinued 

operations a Sica ty = si 3 : 6 
Loss from discontinued operations... . Si ns ; $ (3.4) 


Year Ended December 31,1988 


Sales ; - - $ — $ S91 $354.0 $ 413.1 
Income from operations cline taxes - — UPS) —* 1.3 
Net pretax gain (loss) on disposal of ' 

operations . - 72.2 (17.0) : SO.2 
Income taxes relating to discontinued 

ENERO NG accettcgurunced cntsocorroretee aces ; o (19.8) 
Income from discontinued operations... .... ee = ee $ 36.7 


Year Ended December 31, 1987 


Sales. . soe tee tes Somers ss. ®& 20.0 $ 800 $4209 §$ 5380.9 
Loss - operations less taxes... (.3) = (.3) 
Net pretax gain on disposal of operations... 35.8 — - 35.8 
Income taxes relating to discontinued 

CROTOUOMISS oss x ces oe ew ae Boe HE Be Be Uae aa oe ‘7 ses os (16.9) 
Income from discontinued operations . . . 5 ws ee ~ 2a @ 166 


*A loss [including net losses on the disposal of businesses) of $99.2 in 1989, a gain (including net gains on the disposal 


of businesses} of $678 in 1988 and a loss of $35.6 in 1987 relating to the fertilizer business were charged or credited, 
as applicable, to the divestment reserve established in 1986 


1989 «1988 
Trade, less allowance of $44.2 (I988—$43.6)..................... $1,069.6 $ 941.3 
Other, less allowance of $.7 (I988—$29) ................. Lie 93.6 127.6 


$1,163.2 $1,068.9 


Note 5—Inventories 


Note 6—Investments in and 
Advances to Affiliated Companies 


: 


Notes to Financial Statements § millions (except per share) 


1989 1988 
Rawand packaging materials, ...,. .... ais wea oa scx Baw We a em minus wee apnen one $209.9 $223.3 
In process . ble Mak Wovens <opd! bie Wat Gewew Sag Wak! slow ave BRK AR 87.4 85.0 
EINE COCs: tice ssegtscsrmmers perie rae Aeige’ aceite OR SeemaL Me iar uben Hee 336.4 310.5 
General merchandise. ...... ab WEIR we cen Bate i xclon caesar iy cr anes 187.9 193.8 
821.6 812.6 

Less: Adjustment of certain inventories to a 
last-in/first-out (LIFO) basis . . sis ces Nn sess ony a eurmaes a one gyares neh 59.1 61.1 
$762.5 $751.5 


Inventories valued at LIFO cost comprised 22.0% of inventories before the LIFO adjustment at 
December 31,1989 and 22.3% before such adjustment at December 31,1988. 


Included in Grace's continuing operations at December 31, 1989 are equity interests of 50% 

or less in companies engaged in coal mining, on-site hazardous waste remediation services (see 
below} and horticultural products. In October 1989 Grace combined its horticultural products 
business with that of Sierra Chemical Company; Grace has a 49% common equity interest in the 
new company. During 1988, Grace purchased, for approximately $36, a 33% interest in Canonie 
Environmental Services Corp., a company specializing in on-site hazardous waste remediation 
services. In January 1988, Grace increased its common equity interest in National Medical Care, 
Inc. ("NMC") from 499% to 82.8%; therefore, starting in 1988 NMC is reported on a consolidated 
basis and is no longer reflected in investments in and advances to affiliated companies (see 

Note 1S—Acquisitions and Other Developments). 


Asummary of financial information of affiliated companies {100% basis) included in continuing 
operations is set forth below: 


1989 1988 
CUrrenieesOlSis ccs wean ded sxok BES We Gawd su eS $279.2 $2723 
Noncurrent assets........... 368.7 _ 351.1 
TONONSSS Sais ce sia oa was Hs ee ge oe $647.9 $623.4 
Current liabilities. .......... SR iene ke ks a es ora $185.3 $177.3 
Noncurrent liabilities,.... 0. 0... 22. c2e ce een ne 227.6 158.2 
Total liabilities ............ hae Baek cel oes 412.9 335.5 
NMERdSS ets <n cusnums area yore ca ee simew eG $235.0 $287.9 
Grace investments and advances ............ $162.7 $140.5 
1989 1988 1987 
SS | Co ee ae ee anne ne eae ee $484.4 $352.9 $794.5 
GE ImCGie! « six. aavasrdeen sick « $ 59.4 $ 37.9 $ 38.1 
Grace equity inearnings.................... $ 23.4 $ 23.0 $ 20.4 
Distributions received by Grace ..... $i 128. $ ‘10.7 $ 11.0 
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Note 8— Other Assets 


1989 1988 
lon: ws 6% Hee HA Ete in eR MEER eM episcs GS OR HH Flea 
Noturaliresoures priepertiess. ec 24 occ hod can ae nee wos ae Bow wae 1A 706.0 709.6 
BUMGNGOSiacgs saxo scone sen iauews goach, pin! con Chek oag: BSS Th) Bs arcs ype aie ome wha 760.2 694.6 
Machinery, equipment and other .......- 2... 60.20.6000 eee eee 2,707.5 2,407.4 
PYOISCISIUNGEFGONSINUGNON a» socsq asG ikon ane EY bY Mala HM Od 26 232.1 187.6 

4,473.2 4,070.6 
Accumulated depreciation, depletion and amortization ............ (2,253.2) (2,042.3) 
Properties and equipment,net.... 2.60... e cece eee cece eeess $2,220.0 §$ 2,028.3 


Interest costs have been incurred in connection with the financing of certain assets prior to 
placing them in service. Capitalized interest costs excluded from interest expense in 1989, 1988 and 
1987 were $99 $79 and $4.0, respectively. 


Depreciation, depletion and amortization expense relating to properties and equipment 
amounted to $2524, $224.) and $1924 in 1989, 1988 and 1987 respectively. 


Grace's rental expense for operating leases amounted to $65.4, $60.5 and $43.9 in 1989, 
1988 and 1987 respectively. Contingent rentals and sublease rental income were not significant. 
At December 31, 1989, minimum future payments for operating leases were: 


L9G owas tan wsteenwans Meee OKOS Ses Apes hye IPs BE SRS $ 61.1 
|} 2:2] [ee Saar eae eed On eae an Rs CSO MOE re Sek, Ob Seren ee tes eer noe a Rear 52.4 
Dee lace tes, Abs)» emote Se ceca coo ass ibe mine tse oO ie 44.6 
ER a icrgsicanvanniaas Anema 42.0 
OE cia pecan eyes Soni aueeawanvereeael CN’ 43.4 
LOlGG Veer Secs faa acs Ss TiS yeas aes Gime Ue HOURS HAG ERE Uda Ses Cees _ 123.0 
Foteliminimunilease wWavnen Biss ec.505 tae dashes oon wa on as we ORIG Sea tS Sa $366.5 
1989 — 1988 

NMC patient relationships, less accumulated amortization of $290 

WIPES —SIDZG) e. acce san 258 tos BG GSU Ho ae PRY Bow HO WINE Bwie aes MeeNe ERE A $218.3 $190.0 
Energy services equipment, less accumulated amortization 

of $1479 (I988B—$1964) . 0... ke cece ee ees dekh AGO HE Ses 61.3 145.3 
Receivable due from insurance carriers 

(see Note 2—Asbestos and Other Litigation)... 6.0... eee 129.9 Vey 
DelenedcnGiQes. 225 eciense tai riewna peter ear ristamc rae Wirhaeteeeas 159.2 130.1 
LHS enininveSinien Sie woncuw mame Nee ase dasha ge enon 75.4 67.2 
Long-term receivables, less allowance of $2.8 (1I988—$3.8)............ 40.2 34.3 
CNG Eic accra acon PUY CORES AEed SHH MUDY CUREER Ce MOA RETR 44.2 44.9 


$728.5 $731.5 


Notes to Financial Statements § millions (excep! per share) 


Year-End 1989 Years of 
Interest Rate Maturity 1989 =: 1988 
Note 9—Long-Term Debt Commercial paper” ........... 89 % — $ 335.) $ 350.7 
and Guarantees Bank borrowings'|......... ee 8.9 _ 174.0 5.0 
NMC credit agreement”... ....... 12.3 1991-1994 230.3 282.9 
Promissory notes ............. 8.7 1990-1998 196.6 232.0 
Promissory notes ......... eon 10.375 1997 100.0 100.0 
Subordinate debentures”. ... .. 7.0 1991-2001 250.0 250.0 
Subordinate debentures”... . . ; 6.25 2002 150.0 150.0 
Debentures ................ , Wires 2008 100.0 100.0 
Sundry indebtedness. ...... eT 8.2 1990-2004 55.0 44.3 
Industrial revenue bonds...... 73 1990-2002 zi 23. 
Production payment’”...... spt, END SE BA ee Het BA Rca Be Pe AEE __ 753 75.3 
1,687.4 1,613.3 
Less amounts due within one year 
inclbdeain Gans Payable: o-<. evs<asspayeyad agers lero wi « deeaies 49.7 104.2 
$1,637.7 $1,509.) 
Full year weighted average interest rate... ee 10.0% 9.5% 


Commercial paper and bank borrowings, although short-term, are classified as long-term borrow- 
ings because of the availability of long-term financing under Grace's revolving credit agreements 
and Grace's intent to refinance these borrowings on a long-term basis. Grace has revolving credit 
agreements with various banks under which it may borrow up to $1,298.0 at interest rates based, at 
Grace's option, upon the prevailing prime, certificate of deposit and/or Eurodollar rate. At Decem- 
ber 31,1989, there were no outstanding borrowings under the revolving credit agreements. Grace 
has additional credit lines amounting to $50.0, for a total of $1,348.0. Of the $1,348.0 total credit 
facilities, $511.5 was reserved to support commercial paper and bank borrowings outstanding as 
of December 31,1989, leaving net unused credit facilities of $836.5. In connection with the 
revolving credit agreements, commitment fees of .25% per annum are payable on the unused 
portions. A portion of Grace's cash balances serves to compensate banks for credit facilities and 
services; such balances are generally unrestricted. 

* Represents borrowings under a revolving credit agreement with various banks.The year-end 1989 
interest rate of 12.3% represents a combined rate comprised of both floating and fixed rate 
components. In December 1984, NMC entered into interest rate swap agreements that provide for 
a fixed interest rate of approximately 14.1% on $96 of the loans outstanding under the credit 
agreement; the remaining loans outstanding are at interest rates based upon the prevailing prime, 
certificate of deposit and/or Eurodollar rate. W.R. Grace & Co. is not liable for borrowings under 
the NMC credit agreement. 

" Convertible into one share of Common Stock for each $31.625 principal amount. Ninety percent of 
each debenture is redeemable at the option of the holder on February Z 1991 for an effective 
yield of 9.52% per annum on the debenture, the rate at which interest is accrued. 

'*' Convertible into one share of Common Stock for each $42.125 principal amount. 

Represents a natural resources financing repayable solely out of proceeds from the sale of 
production. (See Note 2—Asbestos and Other Litigation.) 


Grace's revolving credit agreements, certain promissory notes and the subordinate debentures 
listed above (representing aggregate borrowings of $1,065.7 at December 31, 1989) contain 
provisions under which payment of the borrowings may be accelerated at the lenders’ option in 
the event of a change in control. 


Payment of substantially all of Grace's borrowings may be accelerated, and its principal borrow- 
ing agreements terminated, upon the occurrence of a default under other Grace borrowings. 


Scheduled maturities of debt outstanding at December 31,1989 are: 1990—$49,7; 1991— 
$293.4; 1992—$72.0; 1993—$78.0; 1994—$1369 including maturities under the NMC credit 
agreement of: 1991—$30.3; 1992—$40.0; 1993—$50.0; 1994—$110.0. 


Grace has guaranteed certain lease obligations of businesses sold and held for sale. The 
leases, which extend to 2011, have minimum future lease payments aggregating $234. No material 


liability is anticipated under these guarantees. 


Interest expense for 1989, 1988 and 1987 amounted to $213.3, $1679 and $122.9 respectively. 
Interest payments made in 1989, 1988 and 1987 amounted to $202.0, $1599 and $110.3, respectively. 
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Note 10—Shareholders' Equity 


Note 11—Stock Incentive 
Plans 


The weighted average number of shares of Common Stock outstanding during 1989 was 
85,193,000 (1988—8 4,629,000; 1987 84,820,000). 
W.R. Grace & Co. is authorized to issue 300,000,000 shares of Common Stock. Of unissued 
Common Stock at December 31,1989, approximately 28,859,000 shares may be issued or deliv- 
ered upon the conversion and/or redemption of convertible debentures and exercise of stock 
options or the grant of restricted share awards. In addition, at December 31,1989, 114,313,000 

shares were reserved in connection with Common Stock Purchase Rights (‘‘Rights'’). A Right is 
issued for each outstanding share of Common Stock; the Rights are not and will not become 
exercisable unless and until certain events occur, and at no time will the Rights have any voting 


power. 


Of $1,540.8 of retained earnings at December 31,1989, $345.2 was free of restrictions on the 
payment of cash dividends imposed by the most restrictive of Grace's loan agreements. In addi- 
tion, $634 of undistributed earnings of foreign subsidiaries may be subject to currency, exchange 
and other restrictions imposed by regulatory bodies of the countries in which the subsidiaries 


operate. 


Preferred stocks authorized, issued and outstanding are: 


6% Cumulative!” 2... . 
8% Cumulative Class A’”’. . . 
8% Noncumulative Class B'”' 


"160 votes per share. 
‘16 votes per share. 


Dividends paid on the preferred stocks amounted to $.5 in each of 1989, 1988 and 1987 


Shares 


Authorized In 


and Issued Treasury Outstanding 
(December 3], 1989) 


40,000 3,536 
50,000 33,244 
40,000 18,269 


36,464 
16,756 
273i 


Par Value of 

Shares Outstanding 

1989 1988 1987 

$36 §$ 36 $336 
L.7 ee LZ 
2.2 22 2.2 

S45 $75 $75 


The Certificate of Incorporation also authorizes 5,000,000 shares of Class C Preferred Stock, 
$1 par value, none of which has been issued, 


Changes in outstanding Common Stock options are summarized below: 


Balance at 
beginning of year. . 
Options granted... .. 


Options exercised. . . 
Options terminated 
orcancelled...... 


Balance at 
end of year 


1989 


Number 
of Shares 


5,624,75] 


1,439,750 


7,064,501 
(419,682) 


(995,417) 


5,649,402 


1988 
Average 
Exercise Number 
Price of Shares 


$24.53 4,186,734 
30.43 1,702,850 


5,889,584 
23:29 (90,697) 


23.61 (174,136) 


26.29 5,624,751 


Average 
Exercise 
Price 


$23.66 
26.22 


20.79 
21.90 


24.53 


1987 


Number 
of Shares 


4,392,108 
1,217,000 


5,609,108 
(771,148) 


(651,226) 


4,186,734 


Average 
Exercise 
Price 


$23.20 
22.90 


20.69 
22.58 


23.66 


At December 31, 1989, options covering 4,694,653 shares (1988—4,611,344; 1987 —1,607420) 
were exercisable and 8,283,142 shares |1988—1407870; 1987 —3,682,812) were available for the 
granting of additional options. 


Note 12—Income Taxes 


Notes to Financial Statements $ millions (except per share) 


Certain optionees have stock appreciation rights under which the optionee may, in lieu of 
exercising an option, request cancellation and, without payment, receive cash or shares of 
Common Stock having a market value equal to the difference between the exercise price and the 
market price of the Common Stock. Upon such cancellation, the shares covered by the option, less 
the shares issued, if any, become available for future grants. The amounts charged against income 
in connection with stock appreciation rights were $23.0, $3.0 and $19 in 1989, 1988 and 1987, 
respectively. 

In addition, a restricted share award program provides for the award of shares of Common 
Stock to certain employees based on the achievement of preestablished earnings targets. Shares 
covered by an award may not be sold (except to Grace} until the shares “vest (in four annual 
installments}; in the case of shares sold to Grace, the proceeds may not be received by the 
employee until the shares would have vested. In certain circumstances (including termination of 
employment for any reason other than death, disability, retirement or termination without cause), 
the shares not then vested (and/or proceeds from the sale of unvested shares} are forfeited. The 
amounts charged against income in connection with these awards were $6.3, $10.9 and $3.2 in 
1989 1988 and 1987 respectively. 


Effective January 1, 1988, Grace adopted FAS No. 96, ‘Accounting for Income Taxes’! on a prospec- 
tive basis; periods prior to 1988 have not been restated for this accounting change. The cumulative 
effect of adopting this accounting standard at January 1, 1988 was to increase net income by $49. 
FAS No. 96 requires the use of the liability method for accounting for income taxes. Under the 
liability method, the deferred tax liability is determined based on when differences between the 
tax basis of assets and liabilities and their basis as reported in the financial statements are 
expected to reverse (FAS No. 96 refers to these bases differences as "temporary differences’). The 
yearly deferred tax provision is determined based on changes to the deferred tax liability from 
the beginning of the period to the end of the period. 


The major temporary differences at December 31,1989 and 1988 were depreciation, intangible 
drilling costs for oil and gas properties, research and development costs that have been capital- 
ized for tax purposes and reserves not currently deductible for tax purposes. 


The effect in 1988 of adopting FAS No. 96 was to increase income from continuing operations by 


$23 ($.27 per share) and to increase net income by $37 ($.44 per share), including $4.9 ($.06 per 
share} representing the cumulative effect of adopting this standard. 


The provision for income taxes allocated to continuing operations 


consists of: 

1989 1988 1987 
Current: 

OCIS EN voc sce secerac a vee sol SER DONE Mu eeINN cow «=O BES GH CSO! 6 6103 
SFiS oactister ar shat ts ec teacmeameaumnvens! witgt ies etmek eeipeaTon. aman pte Borg 135 4.0 2.6 
RPS Ss onsien depen cae enema: wedi ody ne weer 88.8 102.3 94.6 

Deferred: 
RENIN sr rerwaxocend Macguen esis ana osprean ops erg Kageasiee age eR Ns (1.3) Le (.1) 
FONT ones teiere- gustan diare.2ig WER aie SNe ego egw Res oienene __ (4.5) 9.1 (1.6) 

Total provision for income taxes allocated to 

COALINUINOPAKANOINS oie creo nce e aeseuonn snare PORTER, § Ros $128.8 $1246 $105.8 


The source of income from continuing operations before 
income taxes for financial reporting purposes is as follows: 
1989 1988 1987 


BIE cc hee ia cnaed ws ais aortas Gide anc ceded ws OE PEE $158.0 $ 49.0 $ 31.0 

FOVEIOI eivis des, xe Sond Gurus Ake WTR NSE OR NO. Ye AOW Hay Hes He 227.4 267.6 216.7 
Total income from continuing 

operations before income taxes... .........-...55-- $385.4 $316.6 $247.7 
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Note 13—Dividends, Interest and 
Other Income 


The statutory federal tax rate reconciles to the effective tax rate 


for continuing operations as follows: 
1989 1988 1987 


Statutory federal tax rate......... Gets ua dea onlw we Ree ane I 34.0% 34.0% 40.0% 
Increase (decrease) in tax rate resulting from: 
U.S. and foreign taxes on foreign operations............ , 6.7 12.6 10.9 
Utilization of financial reporting loss carryforward ......... (3.2} (3.0) — 
Utilization of general business credits.................5. (4.9) (.2) — 
Net capital gains ...... a nl ante cake CRSEES (ara — — (3.3) 
OSE ecg nersew a7 9% 265 sacle Cests aigts. Seg SU Bie Gaia aura aie _#8 (4.1) (4.9) 
Effective tox rate........ OS AEE IS BACs te qaeaene t ; 33.4% 39.38% 42.7% 


The Internal Revenue Service has completed examinations of consolidated federal income tax 
returns of W. R. Grace & Co. and its domestic subsidiaries through 1982. Additional foreign and 
United States taxes might become payable if undistributed earnings of foreign subsidiaries were to 
be paid as dividends, but such taxes have not been fully provided for because a substantial portion 
of such earnings has been and is expected to be reinvested for an indefinite period of time. 
Undistributed foreign subsidiaries’ earnings of $634 may be subject to currency, exchange and 
other restrictions imposed by regulatory bodies of the countries in which the subsidiaries operate. It is 
not practicable to determine the United States tax liability that would be incurred if the undistributed 
earnings of foreign subsidiaries were paid as dividends. However, it is estimated that foreign 
withholding taxes of $50 would be payable upon the distribution of such earnings. 


1989 1988 1987 


DRMAEHKOS: = sx sac sews yan bee ess oe soar cae SSS SACI SY Giat x $ 9.1 S Zs $16.5 
Interest... . Sen a ae nay we te Bvt 36.2 34.7 22.1 
Otherincome _............ ee ey ee Ye 40.5 29.5 19.9 


$85.8 $71.3 $58.5 


Note 14—Pension, Profit Sharing 
and Related Plans 


Notes to Financial Statements § millions (except per share) 


In 1986, Grace adopted FAS No. 87, Employers’ Accounting for Pensions;’ for all U.S. and certain 
foreign pension plans. Grace adopted FAS No. 87 for the remainder of its significant foreign 
pension plans on January 1, 1989, the effect of which was not material. Other foreign pension 
arrangements are not material and are not included in the pension cost (benefit) components or 


the funded status shown below. 


Grace maintains defined benefit pension plans covering employees of certain units who meet 
age and service requirements. Benefits are generally based on final average salary and years of 
service. Grace funds its U.S. pension plans in accordance with federal law and regulations. Non-U.S. 
pension plans are funded under a variety of methods because of differing local laws and customs 
and therefore cannot be summarized. Approximately 58% of U.S. plan assets at December 3], 

1989 were common stocks, with the remainder primarily fixed income securities. 


Pension cost (benefit) is comprised of the following components: 


_ 1989 ——-:1988 1987 
US. Non-US. U.S. Non-U,S. U.S. Non-U.S. 
Service cost—benefits 
earned duringthe year $ 16.4 $147 $ 18.2 $ 59 $ I84 $ 3.6 
Interest cost on benefits 
earned in prior years . . 35:3 17.9 32.9 8.6 30.8 7S 
Actualreturnonplanassets {1 26.8) (43.8) (71.9) (13.6) (7.7) (3.3) 
Deferred gain (loss) on 
planassets........... 63.8 25.7 (PES (.9) (39.8) (10.2) 
Amortization of prior 
service cost .......... 6 P| 8 it WA = 
Amortization of unrecog- 
nized net (gain) loss. . . . (1.5) | (2.6) _ - _ 
Amortization of net gain 
atinitial adoption ..... (13.9) (3.2) (13.9) (4.4) (13.3) (4.2) 
Net pension cost 
(benefit)........ $ (26.1) $115 $128.2) $ (4.3) $(10.9) $ (6.6) 
The funded status was as follows: 
December 31,1989 December 31,1988 
U.S. Non-U.S. U.S. Non-US. 
Actuarial present value of benefit obligations, 
based on employment service to date and 
current pay levels: 
WESIEE 5 <cicezemare wanna $333.4 $2044 $314.0 $ 77.6 
Non-vested .........-..45. Tikes . 5.9. 13.2 _ 
Accumulated benefit obligation................ 344.7 212.3 327.2 77.8 
Additional amount for projected salary increases . . 60.7 64.8 64.2 25.9 
Total projected benefit obligation .......... 405.4 2/7. 391.4 103.7 
Plan assets at fair value. ....... ee 777.0 263.3 700.6 172.1 
Plan assets in excess of (less than) projected 
BOrEHPOBNGEN OM sa: ca seas risers ame suey eon tee 371.6 (13.8) 309.2 68.4 
Unamortized net gain at initial adoption....... - i (l637) (21.6) (180.4) (43.6) 
Unamortized prior service cost... ...........4-. 16.8 2.5 9.5 Re, 
Unrecognized netigatinier. oie syes sien wie eeu een Hed (152.3) (25.8) (92.0) (5.1) 
Prepaid pension cost (unfunded accrued 
BONSIUCOSH ts sass sears aur: art seen wae se st eens pu $ 72.4 $ (58.7)" $ 463 $ 21.6 


*Includes $24.7 of prepaid pension costs. 
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Note 15— Acquisitions and 
Other Developments 


Significant assumptions used at December 31, 1989, 1988 and 1987 for these pension plans were: 


US. _Non-US, 
DISGGUIT TEE ascoe- rote wwese eis save Rate os wae cunts cox i oo8 awd I apie pees 9.0% 7.0-13.0% 
Expected long-termrate of return... 20... eee cece eee ees 9.0 8.5-10.3 
Rate of compensation increase ©... 0... eee ce al Gi 6.0 38> £29 


Grace's total pension (benefit) for continuing operations was $(11.9}, $(18.9] and $/6.8) in 1989, 
1988 and 1987 respectively. 

Grace's Retirement Plan for Salaried Employees (‘Plan’) contains provisions under which the 
Plan would automatically terminate in the event of a change in control of W.R. Grace & Co. and 
Plan benefits would be secured through the purchase of annuity contracts. Upon such termination, 
a portion of the Plan's excess assets would be placed in an irrevocable trust to fund various 
employee benefit plans and arrangements of Grace, and any balance would be returned to Grace. 

Grace also sponsors profit sharing, savings and investment and similar plans for its employees. 
The expense of these plans for continuing operations was $12.5, $11.3 and $96 in 1989 1988 and 
1987 respectively. 

In addition to pension benefits, certain health care and life insurance benefits are provided for 
retired employees who reach retirement age while working for certain U.S, units of Grace. The 
cost of these benefits for Grace's continuing operations was approximately $6 for 1989, and was 
expensed when paid. 


In January 1988, Grace acquired for $67.6 additional shares of NMC common stock, increasing its 
common eauity interest in NMC from 499% to 82.8%. This acquisition was accounted for as a 
purchase transaction. Starting in 1988, Grace's financial statements include the results of NMC ona 
consolidated basis; prior to January 1988 NMC was accounted for under the equity method of 
accounting. Also in January 1988, Grace and Berisford International PLC combined their cocoa 
processing operations into a new partnership, named Grace Cocoa. Grace owns a 75% interest in 
the partnership. On a pro forma basis, if Grace's results of operations for 1987 were adjusted to 
consolidate NMC and reflect the formation of Grace Cocoa, Grace's sales and revenues for 1987 
would have been approximately $5,273 versus $4,515 as reported. Income from continuing oper- 
ations and net income, on a pro forma basis for 1987 would not have been materially different from 
the 1987 amounts as reported, after adjusting for interest expense and additional depreciation 
and amortization expense resulting from the transactions. 


In March 1989, Grace increased its common equity interest in NMC from 82.8% to 97.5% for 
$76.5, of which $52.7 was paid in January 1990. Grace acquired the remaining 2.5% of NMC 
common stock in January 1990 for $14.2. 


Also in 1989, Grace acquired various businesses and facilities providing health care services, as 
well as a specialty textile business. These acquisitions were accounted for as purchases, and the 
results of operations of the acquired businesses are included in the consolidated financial state- 
ments from the respective dates of acquisition. 


In the 1989 third quarter, Grace restructured its natural resource operations through the sale of 
Grace Equipment Co., the initial public offering ("IPO") of Grace Energy Corporation (""Grace 
Energy’) and an adjustment in the carrying value of certain natural resource assets. These activities 
resulted in a net pretax gain of $1144, including a loss of $7.5 relating to the IPO. In the IPO, Grace 
Energy issued and sold 4,070,000 shares of its common stock (or a 16.6% interest] at a public 
offering price of $22 per share. Grace owns 83.4% of Grace Energy's outstanding common stock. 


Note 16—Industry and 
Geographic Segments 


Industry Segment Information 


Sales and Revenues ...... 


Pretax Operating Profit!” . . 


Identifiable Assets'” 


Capital Expenditures”. . . 


Depreciation, Depletion and 


Amortization’! 


Geographic Area Information 


Sales and Revenues 


Pretax Operating Profit’. ....... 


Identifiable Assets'”’ 


Notes to Financial Statements §$ millions (except per share) 


The following table sets forth industry segment and geographic area information in accordance 
with FAS No. 14, ‘Financial Reporting for Segments of a Business Enterprise’: 


Grace's investment and equity in the results of operations of affiliated companies, intersegment 
sales and transfers among geographic areas are not significant, except as stated. 


Specialty 
Chemicals 

1989 $3,256 
1988 3,131 
1987 2,794 
1989 $ 406 
1988 388 
1987 357 
1989 $2,436 
1988 2,204 
1987 1,960 
1989 $ 283 
1988 285 
1987 184 
1989 $ 142 
1988 126 
1987 es 
United States 
1989 $3,986 
1988 3,646 
1987 2,804 
1989 $ 342 
1988 314 
1987 207 
1989 $3,194 
1988 3,041 
1987 2,249 


Natural 
Resources 


$448 
44) 
388 


$ 39" 
43") 
] 4”) 


$778 
882 
894 


$108 
57 
23 


$ 79 
75 
80 


Canada 


$140 
130 
118 


"Total pretax operating profit reconciles to income from continuing operations before income toxes as follows: 


Pretax operating profit... .. 


Interest expense 


General corporate overhead 
Net gain on restructuring of natural resource operations . . 
Other expense, net”... 


Income from continuing operations before income taxes 


Health Specialty 
Care” Businesses 
$ 716 $1,695 
564 1,650 

= 1,333 

$ 101 $ 69 
90 74 

— 59 

$ 853 $ 869 
646 826 
_ 637 

$ 6.40 $ 28 
1] 29 

— 21 

$ 52 S 2 
38 26 

= 23 
Europe Other 
$1,577 $ 412 
1,608 402 
1,253 340 
$ 154 $ 108 
167 96 
134 73 
$1,309 $ 337 
1,126 314 
912 267 
1989 1988 
$ 615 $ 595 
(213) (168) 
(62) (57) 
114 _ 
(69) (53) 

$ 385 $ 317 


"Includes items such as corporate research expenses, dividend and interest income and miscellaneous items not allocable to industry segments. 


Total 
Continuing 
Operations 


$6,115 
5,786 
4,515 


$ 615 
595 
430 


$4,936 
4,558 
3,491 


$ 459 
382 
228 


$ 302 
265 
216 


Total 


$6,115 
5,786 
4,515 


$ 615 
$95 
430 


$4,936 
4,558 
3,491 


'2'The difference between these amounts and the corresponding amounts in the consolidated financial statements represents general corporate items, and for identifiable 
assets, the net investment in discontinued operations. 


Includes $19, $17 and $14 of equity in income of 20-50% owned domestic companies in 1989, 1988 and 1987, respectively. 


in January 1988, Grace increased its common equity interest in NMC to 82.8% from 499% (see Note 15—Acquisitions and Other Developments} and began consolidating 
NMC. With the consolidation of NMC in 1988, Health Care was designated as an industry segment. 
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Management's Discussion and Analysis of Results of Operations and Financial Condition 


Review of Operations 
Sales and revenues increased by 6% in 1989 over 1988, reflecting 
advances for all operating groups. Operating income after taxes 
(‘operating income’’} totalled $3579 million in 1989 compared to 
$340.7 million in 1988, an increase of $17.2 million or 5%, reflecting 
increases for specialty chemicals, natural resources and health 
care. Sales and revenues in 1988 increased by 28% over 1987 and 
operating income increased by $559 million or 20%, due to the 
consolidation of National Medical Care, Inc. (“NMC"’) in January 
1988, as well as advances in the other operating groups. Sales and 
revenues and operating income exclude the results of discontinued 
operations for all periods. 

Sales and Revenues by Operating Group and Operating Income 
After Taxes by Operating Group are shown on page 34. 


Specialty chemical sales rose by 4% in 1989 versus 1988, primarily 
due to: (1) an estimated volume increase of 5%, reflecting strong 
performances of the packaging, water treatment, chemical interme- 
diates and construction product lines and (2) a favorable price and 
product mix variance estimated at 3%; partially offset by (3) the 
unfavorable foreign currency translation effects of a stronger U.S. 
dollar during 1989 versus 1988, estimated at 4%. Operating income 
for 1989 was 5% ahead of 1988, primarily attributable to higher 
sales volume in the Pacific Basin and higher income from the 
U.S. packaging business (reflecting higher sales volume] and from 
operations in chemical intermediates (reflecting improved margins 
on higher sales volume), water treatment (as a result of increased 
sales volume} and specialty electronics materials. Partially offsetting 
these favorable variances were lower results from fluid cracking cat- 
alyst operations (due to competitive conditions}, automotive product 
lines (due to start-up costs for acoustic components projects in the 
U.K. and lower gross margins due to increased raw material costs 
and intense price competition) and graphic arts products (reflecting 
weak demand). In addition, the results of Grace's European busi- 
nesses were negatively affected by foreign currency translation, as 
discussed above, and Grace's South American operations were 
adversely affected by the devaluation of the Argentine and Brazil- 
ian currencies. Specialty chemical sales increased by 12% in 1988 
versus 1987, primarily due to an estimated volume increase of 6%, 
reflecting strong performances of the packaging, construction, 
graphic arts and water treatment product lines; a favorable price 
and product mix variance estimated at 3%; and a favorable foreign 
currency translation effect estimated at 3%, reflecting a weaker 
U.S. dollar. Operating income for 1988 was 11% ahead of 1987, 
reflecting the higher sales and the favorable effect of foreign 
currency translation. 


Sales and revenues of natural resources in 1989 were 2% ahead 
of 1988. However, excluding the revenues of Grace Equipment Co. 
("GEC"), which was sold in September 1989, from both years, natural 
resource sales and revenues for 1989 would have been 9% higher 
than those for the prior year. The 9% increase was primarily due to 
(1) a higher rig utilization rate for the onshore contract drilling busi- 
ness (33% for 1989 versus 28% for 1988), (2) revenues from offshore 
drilling rigs acquired in December 1988 and January 1989 and (3) 
higher oil and gas sales, reflecting higher oil prices and higher gas 
volume. These revenue improvements were partially offset by lower 
utilization of Grace's offshore workover/well completion rigs (51% in 
1989 compared to 61% in 1988) and lower revenues from the spe- 
cialized energy services and equipment business due to a decline in 
U.S. rig activity. In 1989, operating income was 10% higher than 1988, 
primarily due to improved spot and short-term contract sales for 
Grace's coal mining partnership in Colorado, income from settle- 
ments of natural gas contracts, increased sales of oil and gas, the 
reversal of a reserve for a previous property disposal and a favor- 
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able tax adjustment. Partially offsetting these favorable comparisons 
were unfavorable results for the specialized energy services and 
equipment business (which incurred a loss in 1989), reflecting the 
lower rig activity mentioned above and related competitive pres- 
sures. Also unfavorably affecting the year-to-year comparison was 
the sale of GEC, discussed above, and the reduction in Grace's 
ownership of Grace Energy Corporation (""Grace Energy"’) from 
100% to 83.4% as a result of Grace Energy's initial public offering 
("IPO") in the third quarter of 1989. (However, the net gain on the 
restructuring of Grace’s natural resource operations, discussed 
below, is not included in operating income.) Natural resources sales 
and revenues advanced by 14% in 1988 versus 1987 The increase 
was primarily attributable to higher revenues from the specialized 
energy services and equipment business and GEC. The average 
utilization rate of Grace's offshore workover/well completion rigs 
rose to 61% in 1988 versus 53% in 1987, although the average utiliza- 
tion rate for Grace's onshore drilling rigs was 28% in 1988 compared 
to 29% in 1987, Operating income in 1988 was 81% higher than 

1987, primarily due to the specialized energy services and equip- 
ment business, which had earnings in 1988 versus a loss in 1987, 

and favorable earnings from GEC and the offshore workover/well 
completion and bulk liquid storage businesses. 


Revenues of Grace's health care business increased by 27% in 
1989 over 1988 (17% excluding revenues resulting from acquisitions 
made primarily in the 1989 first quarter]. This increase resulted 
from improvements in NMC’s dialysis, home care and medical prod- 
ucts operations. Operating income in 1989 was ahead by 10% 
over 1988, mainly due to the March 1989 increase in Grace's owner- 
ship of NMC’s common equity, from 82.8% to 97.5%, together with 
improved operating performance, partially offset by higher interest 
expense resulting from increased average borrowings incurred to 
finance the acquisitions and a higher average interest rate. Exclud- 
ing interest expense, operating income for 1989 would have 
increased by 28% over 1988. NMC’s revenues were included in con- 
solidated sales and revenues in 1988 but not in 1987, due to the 
consolidation of NMC in 1988 (versus equity accounting in 1987, 
when Grace had a 499% common equity interest in NMC). Operat- 
ing income for the health care business increased by 62% 
in 1988 over 1987 due largely to Grace's increased ownership in 
NMC, as well as NMC's improved operating performance. 


Sales and revenues of specialty businesses in 1989 were 3% 
above 1988, reflecting increases for the distribution, specialty tex- 
tiles and animal breeding service businesses. Partially offsetting 
these increases were lower sales and revenues from cocoa opera- 
tions, reflecting the unfavorable effect of foreign currency transla- 
tion. Operating income for 1989 was essentially flat with the 1988 
level, as higher earnings from cocoa and specialty textile operations 
(reflecting higher sales volumes and the acquisition of a specialty 
textile business in June 1989) were partially offset by lower earnings 
from livestock feed and distribution operations (due to competitive 
pressures). Sales and revenues of specialty businesses in 1988 were 
24% above 1987. The increase was primarily the result of the forma- 
tion in the 1988 first quarter of Grace Cocoa, a partnership (in which 
Grace has a 75% interest) combining Grace's cocoa operations with 
those of Berisford International PLC, and higher sales and revenues 
of distribution, livestock feed and specialty textile operations. 
Operating income for 1988 increased 21% over the 1987 level (14% 
excluding a 1988 nonrecurring net gain consisting largely of the 
$4.6 gain discussed below).This 14% increase was largely the result 
of higher earnings from cocoa and specialty textile operations, due 
to increased sales volumes and the favorable impact of foreign 
currency translation, as well as higher earnings from the distribution 
businesses. 


Statement of Income 


Dividends, Interest and Other Income 

Dividends, interest and other income increased by 20% in 1989 
compared to 1988, reflecting the sale of various minor investments 
and higher dividend and interest income received on long-term invest- 
ments, as well as income from natural gas contract settlements, 
partially offset by the $4.6 million 1988 nonrecurring gain described 
below. Dividends, interest and other income increased by 22% in 
1988 compared to 1987, reflecting higher interest received on long- 
term investments and a $4.6 million gain from a transaction with a 
European government in a program designed to incentivize invest- 
ment in local production facilities, partially offset by lower dividend 
income due to the 1988 consolidation of NMC. (Since NMC was 
accounted for under the equity method of accounting prior to 1988, 
the dividends that Grace received on its NMC preferred stock were 
included in dividend income.) See Notes 13 and 15 to the Consoli- 
dated Financial Statements. 


Net Gain on Restructuring of Natural Resource Operations 
During the third quarter of 1989, Grace restructured its natural 
resource operations through the sale of GEC, the IPO of Grace 
Energy and an adjustment in the carrying value of certain assets. 
These transactions resulted in a net pretax gain of $1144 million, 
including a loss of $7.5 million relating to the IPO. 


Cost of Goods Sold and Operating Expenses; Selling, General 
and Administrative Expenses 

Cost of goods sold and operating expenses as a percentage of sales 
and revenues have remained stable over the 1989, 1988 and 1987 
periods. Selling, general and administrative (‘SGA’) expenses 
increased slightly as a percentage of sales and revenues for 1989 
versus 1988, reflecting accruals for stock appreciation rights 
("SARs") due to an increase in the price of the Company's Common 
Stock. Excluding the accruals for SARs, SGA expenses as a percent- 
age of sales and revenues would have been the same for both 

1989 and 1988. 


Interest Expense 

Interest expense increased by 27% in 1989 over 1988, attributable 
to higher average borrowings and higher average interest rates. The 
higher borrowings reflect Grace's continued aggressive capital 
expenditure program in the specialty chemicals business, as well as 
the purchase of additional NMC stock and acquisitions by NMC. 
Interest expense increased by 37% in 1988 versus 1987 primarily 
reflecting the consolidation of NMC in 1988. Excluding this factor, 
1988 interest expense would have been 9% higher than in 1987, 
reflecting higher average borrowings and interest rates. 


Research and Development Expenses 

Research and development spending increased by 5% in 1989 and 
11% in 1988 over the prior year. This increased spending was primarily 
directed toward expanding Grace's existing product lines, as well as 
focusing on the development of new products for its specialty chemi- 
cals, specialty business and health care businesses. Grace expects to 
increase its research and development expenditures at an average 
annual rate of approximately 10% through 1992. 


Income Taxes 

The 1989 effective tax rate of 33.4% was lower than the 1988 rate of 
39.3%, reflecting lower foreign taxes (due to foreign statutory tax rate 
reductions} and the utilization of previously unapplied general busi- 
ness credits (primarily investment tax credits). By the end of 1989, 
Grace's general business credit carryforward and its financial report- 
ing operating loss carryforward had been fully utilized. Effective 
January 1, 1988, Grace adopted Financial Accounting Standard 
("FAS") No. 96, “Accounting for Income Taxes,” on a prospective basis. 
The effect in 1988 of adopting FAS No. 96 was to increase income 
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from continuing operations by $23 million ($.27 per share), and to 
increase net income by $37 million ($44 per share} including $49 
million ($.06 per share} for the favorable cumulative effect of adopt- 

ing this standard. See Note 12 to the Consolidated Financial Statements. 


Income (Loss) from Discontinued Operations 

Retail, restaurant and fertilizer operations continue to be reported as 
discontinued operations. The 1989 loss of $99.2 million of the discon- 
tinued fertilizer operations includes net losses on the disposal of 
businesses and was charged to the divestment reserve established in 
1986; a gain of $678 million (including net gains on disposals of 
businesses} was credited to this reserve in 1988, and aloss of $35.6 
million was charged to this reserve in 1987, Income from discontinued 
operations of $36.7 million for 1988 was primarily attributable to 
gains on the sale of Grace's remaining interests in Bermans and Home 
Quarters Warehouse, partially offset by reserves relating to discon- 
tinued restaurant operations. The $18.6 million of income from 
discontinued operations in 1987 mainly reflected the gain on the 
March 1987 sale of Bermans. See Note 3 to the Consolidated 
Financial Statements. 


Financial Condition; Liquidity and Capital Resources 

The Consolidated Statement of Cash Flows reports how cash was 
generated and used during the 1987-1989 period. During 1989, 

the net pretax cash flow of Grace's continuing operating activities 
was $408.5 million. After giving effect to discontinued operations 
and payments of income taxes, the net cash provided by operating 
activities was $175.6 million for 1989. Other sources of cash in 1989 
included $380. million from the sale of businesses (primarily GEC), 
$165.2 million from increased borrowings and $82.5 million from the 
IPO of Grace Energy. In 1989, $484.6 million was required for capital 
expenditures, $1249 million for acquisitions (primarily in the health 
care segment), $1197 million for cash dividends and $714 million for 
purchases of energy services equipment, mainly by GEC. 


Working capital (current assets less current liabilities) was $5772 
million at December 31, 1989, versus the prior year level of $530.0 
million.The ratio of current assets to current liabilities was 14 to | at 
both December 31,1989 and December 31, 1988. 


long-term debt as a percentage of total capital (“debt ratio"’) was 
46.5% at December 31,1989 versus 48.1% at December 31, 1988. 
Grace has revolving credit agreements under which it may borrow 
up to $1.3 billion; none was borrowed at year-end 1989, but $511.5 
million was reserved to support outstanding commercial paper and 
bank borrowings, leaving net unused credit facilities of $836.5 
million. At year-end 1988, net unused credit facilities were $1 billion. 
See Note 9 to the Consolidated Financial Statements. 


In 1990, capital expenditures are expected to approximate 
$485 million. Capital expenditures are generally to be directed 
to increasing capacity, modernizing infrastructure, achieving produc- 
tion efficiencies and maintaining high standards of health, safety 
and environmental protection for Grace's employees and the commu- 
nities in which its facilities operate. 


Grace expects to satisfy its 1990 cash requirements with funds 
generated by operations, as well as proceeds from the potential 
sales of certain business operations and other investments. However, 
no assurance can be given as to whether or to what extent such sales 
may be completed or as to when they might occur.To the extent 
the above sources of funds are not sufficient to cover its cash needs, 
Grace will utilize its available credit facilities. 


Grace is involved in various lawsuits and proceedings, but believes 
that the resolution of these lawsuits and proceedings will not have a 
material adverse effect on its consolidated financial position. See 
Note 2 to the Consolidated Financial Statements. 
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Financial and Statistical Review 


Quarterly Summary — Unaudited § millions (except per share) 


First Quarter Second Quarter Third Quarter _ FourthQuarter Full Year 
1989 1988 1989 1988 1989 1988 1989 1988 1989 1988 

Sales and revenues........ $1,397.2 $1,297.0 $1,510.7 $1,447.0 $1,487.5 $1,390.5 $1,719.2 $1,651.6 $6,114.6 $5,786.1 
Cost of goods sold 

and operating expenses... (944.7) (875.9) (1,011.4) (965.3) (1,002.8) (926.2) (1,217.1) (1,188.9) (4,176.0) (3,956.3) 
Other expenses,net....... (400.2) (367.0) (425.7) (386.2) (320.4)" (377.0) — (406.9) —_ (383.0) (1,$5322\"('1_, 513-2} 
Income from continuing 

operations before income 

[ORGS occ: tax Fas exes a S23 54.1 73.6 95.5 164.3 87.3 95.2 79.7 385.4 316.6 
Income taxes............ 22.0 26.4 29.0  —37.2 65.9 36.7 Te 24.3 128.8 (124.6 
Income from continuing 

OPETANONS 5 wow vow os eee 30.3 27.7 44.6 58.3 98.4 50.6 83.3 55.4 256.6 192.0 
Income (loss) from 

discontinued operations. . (9) 10.6 oc) 6.1 (-5) | G1) (5) 20.1 (3.4) 36.7 
Income before cumulative 

accounting change. ..... 29.4 38.3 44.| 64.4 97.9 50.5 81.8 75.5 283.2 228.7 
Cumulative effect of 

accounting change ....... -- 49 = 7 ee eee — = _ 49 
Net income $ 294§ 432 $ 441$ 644 $ 979$ S05 $ BIB$ 755 $ 253.2 $ 233.6 


Earnings per share: 


Primary: 
Continuing operations. . $ .36 §$ 33 § 62 $ 68 $ $ 60 $ 98 $ 65 $ SOl SS 2.26 
Netincome...........$ .34 $ ol 8 52 |S IE § $ .60 $ 96 §$ 88 $ 2.97 $ 2.75 
Fully Diluted: 
Continuing operations. . $ .36 $ 33 '§$ S51 $ 66 $ 1.06 $ 57 $ 93: $ 63 $ 2BS6$ 219 
Netincome...........$ 85 $ AD § 61 § 72 $ 1205 3 57 $ a1 $ 84 $ 282 $ 2.62 
Includes a net gain of $1144 on the restructuring of Grace's natural resource operations (see Note 15 to the Consolidated Financial Statements). 
Sales and Revenues by Operating Group 
Specialty Chemicals. ...... $ 743.8 $ 708.5 $ 822.2 $ 798.0 $ 794.1 $ 757.7 $ 896.1 $ 866.5 $3,256.2 $3,130.7 
Natural Resources. ........ 109.7 106.3 115.2 109.3 118.4 111.3 104.8 114.0 448.1 440.9 
HealthCare sa c00% 00 158.8 131.9 174.9 140.4 179.8 141.3 202.3 150.8 715.8 564.4 
Specialty Businesses... .... 384.9 350.3 398.4 399.3 395.2 380.2 $16.0 520.3 1,694.5 1,650.1 
Total Continuing 
Operations........... $1,397.2 $1,297.0 $1,510.7 $1,447.0 $1,487.5 $1,390.5 $1,719.2 $1,651.6 $6,114.6 $5,786.1 
Operating Income After Taxes by Operating Group ° 
Specialty Chemicals... .... §$ 458 $ 428 § 640$ 63.9 $ S587$ S587 $ 79:8 $ 71:2 $ 248:3 § 236:6 
Natural Resources......... 8.0 6.4 11.9 9.8 23 FT 5.2 79 34.4 31.4 
Health Care ............. 72 Of 8.4 8.5 7.6 8.7 FD 5.0 30.7 27.9 
Specialty Businesses. ...... LU 9.5 79 9.5 8.7 12.4 16.0 13.4 445 448 
Total Continuing 
Operations. ..... nwou§ 729 $ 644 § 922$ O17 $ B43 $ 875 $ 1085 $ 97. $ 3579 $ 3407 


Computed before allocation of corporate research, general corporate overhead and general corporate interest. For this table, taxes are computed substantially ona 
separate return basis for each subsidiary and division. In the case of each U.S, subsidiary and division, tax benefits for operating losses, if any, are recognized currently. 
"Restated to reflect the 1989 transfer of Grace's 50% interest in a pulp and paper manufacturing company from Natural Resources to Specialty Businesses. 


Five-Year Comparative Quarterly Net Income (Loss) and Earnings (Loss) Per Share 


Net Income (Loss) by Quarter ($ millions) Earnings (Loss) Per Share by Quarter a 

__ First Second Third _ Fourth Total First Second Third Fourth Total 
1985 $35.1 $42.2 $24.9 $ 44.7 $ 146.9 $ .34 $ .40 $ .24 $ .43 $ 1.41 
1986 (3.1) 86.4 4.3 (559.9) (472.3) {.04) 1.03 05 (6.66) (5.62) 
1987 47.8 33.7 41.5 50.1 173.1 56 40 48 59 2.03 
1988 43.2 64.4 50:5 75.5 233.6 51 76 .60 .88 2.75 
1989 29.4 44.) 97.9 81.8 253.2 .34 52 LAS .96 2.97 


1989 Sales by Industry 

Specialty Chemicals 

$ Millions 1989 1988 

Sales and Revenues by Industry 
Packaging $1,244.0 $1,204.5 
Energy & Transportation 540.4 524.2 | 
Construction 438.7 418.4 | 
General Industry 294.7 280.7 
Water Treatment 206.2 183.3 
Chemical Intermediates 198.4 180.3 
Graphic Arts 187.7 192.5 | 
Electronics 146.1 146.8 | 

Total $3,256.2 $3,130.7 

Health Care 

$ Millions 1989 1988 

Sales and Revenues by Industry 
Patient Care $593.2 $448.6 | 
Medical Supplies 122.6 115.8 


Total $715.8 $564.4 | 
Se — 
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Natural Resources 

$ Millions 1989 1988 

Sales and Revenues by Industry 
Energy Services $255.6 $232.4 
Other Service Businesses 106.9 129.2 
Oil and Natural Gas 85.6 79.3 


Total $448.1 $440.9 


Specialty Businesses 

$ Millions 1989 

Sales and Revenues by Industry 
Distribution $ 767.7 
Cocoa Products 612.2 
Specialty Agriculture 200.5 
Specialty Textiles 114.1 

Total $1,694.5 


1988 


$722.3 
630.3 
194.8 
102.7 
$1,650.1 
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Worldwide Operations—Sales and Revenues and Operating Income After Taxes — Continuing Operations 
Operating Income 


($ millions) 


United States and Canada 


SpecioitiGhemisalss4 anes. 35¢ sig S28 $s gw sere snene: mes acorns tasen’ sone vasienaee tan aa 2H 
Natural Resiurces)s ce.cuc new Has Suk diss xe Bole DWE Rew We MORO Slee Ging BeHEE HOG Bes OO 
PPLE TNR x ca ed tice cits: cerca) pucks es: ort cea dade Wen nivale tenes ame 
BHeclaltviGusimesses: css sce wot 4 6 Sek FY oie dees eres one sen ee rsew cas Bee 


Europe 


SpecidliiCHOUNeOlSt erases mice BU ait tiie ihqunaiusierainne ame wmlvomeraere smnareieiaene 
Weta RESOURCES eon, asie.auna acauwariiadia ite masinane Temsie Ase URES Ae woes 


HealthCare” cis.ss csursvicscuce 


SS GIG TIRE ah sincere emt Meech pink SE aasieprcenc gre rsh momen dee aiieoonernen near 


Other Areas 


SI SIC FES STG Sorc ear ttt ct, 8 Rie MIE. histor Deen rer nee noose erage teneamealonssiniacinen<wineareexonia 
NaTIT AI RESOUEES asisos.< cad casanemmiak UNS eR EAI eT eo TE OEHeREEs 
SSIES TIN to AON RSENS re Sd atria eich der tags ihe ogs va emeroevacrimeeirunl tices etasnieroets 


Total Continuing Operations 


Sales and Revenues After Taxes'”! 
1989 1988 1987 1989 1988 1987 
$1,785 $1,684 $1,542 $129 $113 $110 
447 440 386 34 31 18 
704 548 — 28 27 MZ 
1,190 1,104 994 1] 14 17 
4,126 3,776 2,922 202 185 162 
1,118 1,116 974 72 78 73 
] ] ] — = — 
12 16 — a ] — 
446 475 278 20 19 10 
1,577 1,608 L253 95 98 83 
Roe | 33 278 47 46 30 
ae - 1 on _ os 
59 7\ 61 14 12 10 
412 402 340 61 58 40 
$6,115 $5,786 $4,515 $358 $341 $285 


"In January 1988, Grace increased its common equity interest in National Medical Care, Inc. (" NMC’) to 82.8% from 499%; with the consolidation of NMC in 1988, Grace 
designated Health Care as an operating group. Operating income after toxes for 1987 has been adjusted to include the results of the Health Care Group. 

'\Computed before allocation of corporate research, general corporate overhead and general corporate interest. For this table, taxes are computed substantially ona 
separate return basis for each subsidiary and division. In the case of each U.S. subsidiary and division, tax benefits for operating losses, if any, are recognized currently, 


Capital Expenditures, Net Fixed Assets and Depreciation, 


Depletion and Lease Amortization—Continuing Operations 


($ milhons) 


Operating Group 

Specialty Chemicals........ 
Natural Resources.......... 
SGI SGRS) sacar. wrersrenecauys 
Specialty Businesses. ....... 


1c) | ee es ome 


Geographic Location 

United States and Canada... 
BROS oh < cae sae em tone Eee 
OMGRAYEOS a oa wes a4 x60 


fo) co a eee eee 
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Depreciation, 
Capital Depletion and 
Expenditures Net Fixed Assets lease Amortization 

1989 1988 1987 1989 1988 1987 1989 1988 1987 
$283 $285 $184 $1,190 $1,053 $ 914 $132 $119 $107 
108 S7 23 532 539 539 50 46 53 
40 1] — 18] 145 = 29 22 — 
28 29 21 188 173 153 27 25 2) 
459 382 228 2,091 1910 1,606 238 212 18] 
25 36 1S 129 118 9 _14 _i2 _W 
$485 $418 $243 $2,220 $2,028 $1,701 $252 $224 $192 
$282 $211 $136 $1,386 $1,331 $1,126 $167 $146 $128 
147 146 74 591 478 398 61 56 45 
30 25 18 114 101 82 10 ~=—10 8 
459 382 228 2,091 1,910 1,606 238 212 181 
26 36 15 129 118 9S am 12 Tl 
$485 $418 $243 $2,220 $2,028 $1,701 $252 $224 $192 
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Grace Specialty Chemicals 


Geographical Matrix 


og > 
mS) @ 
> se 
S a & S 
e? 3 se < & x 
\) SS < 


< 3 g © 
Divisione 2 et age eee ee 


a Amicon | “* : | 
| 
Construction Products * - 


Cryovac 


Davison 


US.aed 
Canada 


Dearborn 


Dewey and Almy 


Organic 


e Polyfibron 


i Darex 
Europe 
\— Technical Products | 


Interamerica 


Other Japan 


4 Pacific 
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Capitalized Costs Relating to Oil and Gas Producing Activities 


($ millions) 


Unproved oil and gas properties . 


December 31, 


Natural Resources 


1989-1988 
$ 106 $ 86 


Proved oil and gas properties ... 0.2... ...0..022205. 694.0 699.5 
704.6 708.1 
Accumulated depreciation, depletion, amortization 
and valuation allowance . (465.5) (442.8) 
Net capitalized costs. . $ 239.1 $265.3 
Costs Incurred in Oil and Gas Property Acquisition, 
Exploration and Development Activities 
Property 
Acquisition Costs Exploration Development 
(S millions) Proved Unproved Costs __ Costs 
1987 : Sie Se SES Sak a $ 0) $2.7 $3.0 $ 69 
1988. ata nee 22.3 45 4.1 8.2 
era ag ok aes Gant ten 29.2 3.1 4.] 14.) 
Results of Operations for Oil and Gas Producing Activities 
($ millions) 1989 1988 1987 
Sales’ $ 85.4 $ 79.3 $86.6 
Expenses. 
Production costs. . 20.3 18.3 22.4 
Exploration expenses . a3 3:2 2.0 
Depreciation, depletion, amortization 
FATAC ella HO MISIOIIS) 2, GR erature: <i unies wen dela! es wavs veo a ak smd Sem aa eR Oe an eRe As 30.0 26.6 32.4 
INGOMIGTOMEKOBNSE ven vars ue ade eee Sot a AEH BOW HG OE FEW 2eiy SEUIS SRE cos TERE SOG HES Se CHR 10.7 10.6 in Prd 
64.3 58.7 68.5 
Results of operations from npuemieaig 
activities : AGA SS wat RAP ARN TRIP CUPID ERRATA aA BAR APNG Ase cya aells iSvenaigraed & $21.1 $206 $18.1 


‘Does not include revenues or expenses associated with marketing operations, gas gathering operations, general corporate and administrative activities, interest or sales 


of producing properties 
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Standardized Measure of Discounted Future Net Cash Flows and Changes Therein Relating to Proved Oil and Gas Reserves 


($ millions) December 3], 1989 1988 
Baer e esr ase SU EI Soo cee a ea ea ree ees ee ha LR ae ee Gn a a ee $646.5 $642.5 
Future production and development costs... 0.22.2... eee eee eens } #5 EAT HY Yad Don Wa RA alee Su vA BO (211.1) = (196.2) 
FUtUFE IHCOMEION SRPONSB rag caw cus < ws 8 ne & mw Grew ee Mw He Se We a WW Oe ae Se Aw Ae Oe RE OO OMe ow BO we Be (95.3) (102.9) 
Tred RES FILL ee ed ee epee ere re ee re ee ee 340.1 343.4 
10% annual discount for estimated timing of future net cash flows... 2... ee eee (108.3) = (117.2) 
Standardized measure of discounted future net cash flows .. 0.0.0. eee tee eee cee eee eae $ 231.8 $226.2 


Pursuant to the provisions of Financial Accounting Standard (*'FAS'"’) No. 69, ‘Disclosures about Oil and Gas Producing Activities,’ future cash 
inflows have been computed by applying year-end prices to estimated future production from estimated year-end reserves of oil, gas, natural 
gas liquids and sulfur. Future production and development costs consist of expenditures estimated to be incurred in developing and producing 
the year-end reserves, based on year-end costs. Future income tax expense has been computed by applying year-end statutory tax rates to 
future pretax net cash flows, reduced by the tax basis of the properties involved. Use of a 10% discount rate is required by FAS No. 69. 

Grace believes that the following factors should be taken into account in reviewing the above information: (1) future costs and selling prices will 
probably differ from those required to be used in these calculations; (2) due to future market conditions and governmental regulation, actual 
rates of production achieved in future years may vary significantly from the rate of production assumed in the calculations; (3) selection ofa 
10% discount rate is arbitrary and may not be reasonable as a measure of the relative risk inherent in realizing future net oil and gas revenues; 
and (4) future net revenues may be subject to different rates of income taxation. 

The following are the principal sources of change in the standardized measure of discounted future net cash flows during 1989, 1988 and 1987: 


1989 1988 1987 


Sales of oil and gas produced, net of production costs. .... 0.0... eee cere e eee et eee eed em ee eeu eevee $(65.1) $(61.0) $(64.2) 
Natchanges in prices.and productiGn GOSS « sax qox qos ons wa 2 os wee maw a eo a me Hw Oe SLO Bo Ne OT (11.6) = (12.6) 7.6 
REVISIONS Of PTEVIOUSTESERVESSTIMGIES: cn 6 as sox wee ecere vere soe con Hh ee mn eee nee oe nN a te oe me Eg Ett 2 25:2 (6.6) 
Extensions, discoveries and improved recovery, less related costs .. 2... 6.555 eee eee ees 12.3 15.8 14.5 
Developmenteosts incurred durttig Pere?) a. an a sx mum ewe me oo wee tm a ee) ew Ho ae Yo TE ao aoe wm Oe 11.4 6.3 5.4 
Net change due to purchases and sales of reserves in place... 1... e ev eee tet tees 28.5 21.4 (3.3) 
Recreational Wiscourtll an a ce = aso cor wee mee exe se os oe Gosys RR 3G BEE BO ESTE we oe 3 os ee ene Oe eT oe ee ae BBD o 22.8 22.2 24.7 
NStChANGE IW INCOMETARES «5 = 0: a re wee cs 2 ao oe oom HR wae em Ws eR SL Son ME ee om amt awe oR AL OS PERE Ha FE KE 2.1] (7.4) 4.3 
REE ieifek tacos Sse astie  See tee et een ta Ro a eres ee EE a SE 4.5 (5.4) (8.2) 

Tiettes INI scx sesue as. ees see wom mn eens fo Ow te nee pes Ot gH ERG BG gE ne Oe Gm ew ee I $ 56 $ 4.5 $(25.8) 
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Oil and Gas 


The 1989, 1988 and 1987 estimated proved oil and gas (including condensate, gas liquids and sulfur] reserves are shown below. Oil and gas 


reserves cannot be measured exactly; accordingly, the following estimates are subject to future revision. 


Oil (000 Bbls) 


1989 1988 1987 
Proved developed and 
undeveloped reserves: 
JEMIUGI Voom. cone wa wwe ae woe Mee ON mam MA Hee etd UE mb oO MRR oes Re Ga Re Be ee ee ee ee 7,574 7,374 8,811 
Revisions of previous estimates... .. 2... 2.20.2. eee See eg seerearean eae Foaracara ee ta (5) 538 (29) 
Purchases of minerals in place ................... De le ae ease Ree Rohe ee Sey ee 1,353 401 24 
Bes a fe lad nbs Fay Nes CAUCASIAN fared westerns versa nesses overcast ra come esses cate Go Pevtne eine ean a coe os oe ee 309 535 199 
Pere GRIN aris es ett oa ear cece weed em ee eo a oe tes ee or ee (1,120) (1,182) (1,227) 
SGlESOf MIGSKalS li PlGEB ss sew ws x aa = us Ges ae sw 2 new ee mine eso teh # en mew Ee A aS wee ROA ep hen etd eo (49) (92) (404) 
DSGSMBGSW! 2 1a.e sc wan ney be 9 BE 4 He TEE OG FES BOR BRE NOW HY wa 2 AU Gee Gen ut ae eon me eu mua eww oo 8,062 7,574 7,374 
Proved developed reserves: 
JSUT) oo nr a ome cow caw sau Ime & WE OUR WE AE BER OR OR SIMIC ikaw ic nadiwmanee . eee CHa 7,679 
BIGGS (p] SYS) 6 | RAN Og og a EP eg eo eden PE Ser a ote Paar mane _ OF 22 6,386 6,531 
Gas (MMCF) 

1989 =: 1988 1987 

Proved developed and 
undeveloped reserves: 

d [of 0) 0715, EAR ee ng eee Fre na a a oa yd eC eee 208,045 189,807 215,323 
Revisions of previous estimates................ is ee woh Sie te ee ee ee er ee a 756 18,930 (5,954) 
Purchaser minerals IM OGOL.« civ ux wae ame un waa © Ge Rem HERE HE Oot MEK HOS Ge RT Bak dn hae Te HE OOS 23,895 13,631 4 
EXTENSIONS) GISCOVENIES, BIE. ose ce cps w aie me oee ares 4 g ass we eR cms UN ae Re aoe eee ee 10,069 11,450 8,286 
PrOGWchtOiie oa x in xan mtn sare we wo <a: OTH WINS BE BIS BAG GRE AOD Hd o Ge Sew At Sue b Ge ae eens ee a (28,420) (23,783) (24,906) 
Salesohmimencds alae’ ssn es x eo = ces wens wn Bam wm a How Mee we Ne HE mE Sieh 2 GG OSE WA ee Mae HM SES § (1,193) (1,990) (2,946) 
DORR AN aus a a ae ee eee ene wee ee Hovwsenens BSISR BORO Teeebr 
Proved developed reserves: 
GO TTEL oe ck nee coe oe el oe es et ea Ney TU ng ae ee at SPN ae Dees ee aa 179,126 176,378 199,819 
NPD cen bi be be oe sss ce ae eee eae a ee 190,636 179,126 176,378 
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Financial Summary — 1989-1984 §$ millions (except per share) 


1989 1988 1987 1986 1985 1984 
Income Statement 
Sales and revenues $6,114.6 $5,786.1 $4,515.4 $3,725.7 $3,553.2 $3,532.1 
Cost of goods sold and operating expenses = 4,176.0 3,956.3 3,091.9 2,539.8 2,395.2 2,289.0 
Depreciation, depletion and amortization 318.2 _ 281.2 228.9 238.4 224.0 224.5 
Interest expense _ a : - 213.3 167.9 122.9 191.8 159.6 151.9 
Research and development expenses 124.8 119.0 107.3 94.2 88.8 79.4 
Income (loss) from continuing operations before income taxes _ 385.4 316.6 247.7 (323.9) 152:5 203.6 
Income taxes 128.8 124.6 105.8 Sis 64.9 98.5 
Effective tax rate. ; 7 33.4% 39.3% 42.7% 15.9% 42.6% 48.4% 
Income (loss) from continuing Operations 256.6  —:192.0 141.9 (375.4) 87.6 105.1 
Income (loss) from discontinued operations _ ; (3.4) 36.7 18.6 (96.9) 59.3 g29 
Tax benefit of operating loss carryforward : : = — 12.6 — = _= 
Cumulative effect of accounting change = — 49 — _— = — 
Net income (loss) ; 253.2 233.6 173.1 (472.3) 146.9 198.0 
Financial Position 
Cash and cash equivalents 7 S$ 1087 $ 1927 $ 151.4 $ 925 § 1516 $ 1595 
Notes and accounts receivable— net 1,163.2 1,068.9 826.5 665.6 703.7 664.8 
Inventories ; ; - 762.5 7351.5 629.5 563.0 607.6 1,050.5 
Current liabilities 1,589.1 1,498.1 1,164.6 bal Bat 1,035.3 1,181.6 
Working capital 7 ; 577.2 530.0 558.1 377.7 988.2 S22 
Net properties and equipment _ 2,220.0 2,028.3 1,701.0 1,579.0 2,596.0 2,695.8 
Total assets __ 7 _ 7 __ 5,619.1 §,190.2 4,311.6 3,967.4 5,420.9 5,397.9 
long-term debt _ 1,637.7 1,509.1 },222:5 1,095.3 1,524.1 1,541.6 
Shareholders’ equity [book value)—Common Stock L,7229 1,543.6 1,455.8 1,300.9 2,394.2 2,201.1 
Data Per Common Share 
Earnings (loss) from continuing operations $ 301 $ 226 $ 1.67 $ (4.47) $ 84 $ 1.01 
Earnings (loss) from continuing operations assuming full dilution 236 21D 1.67 (3.96) .83 1.00 
Earnings (loss) _ 29F  __—s 27'S 2.03 _ (5.62) 1.4] 1.9] 
Earnings (loss) assuming full dilution 2:82 2.62 1.99 (5.01) 1.40 1.89 
Average common shares outstanding (thousands) 85,193 84,629 84,820 84,078 103,816 103,346 
Dividends “—_ 1.40 1.40 1.40 1.40 1.40 1.40 
Book value _ - - 20.16 18.18 17.3] 15.4] 21.70 21.29 
Other Statistics 
Dividends paid on common stock : ; $ 119.2 $ 1186 $ 1187 $ 1176 $ 1420 $ 135.8 
Capital expenditures mn 7 484.6 418.1 242.5 199.1 348.0 388.9 
Current ratio mien 1.421 14:1 1.5:1 1 2.0:1 1.6:1 
% Long-term debt to total capital a 46.5% 48.1% 45.0% 45.1% 38.5% 40.8% 
Common shareholders of record 26,457 27,012 27,786 29,795 34,437 35,fo2 
Common stock price range : ~39%-25% 29% -23%2 37%-19% 30%-22% 24%-17% —23!-18%4 
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Common Stock Prices 
Principal Market: New York Stock Exchange 


Ticker Symbol: GRA Common Stock Prices—Composite 

High low Close 
FREE RGETIER ices csrsereeica aes comets 2 he tomeieares $32% $25 $30% 
Seemed GHIGTIOR is coe .opss « gsaediate be Se diese Tite, Ses 34% 30% 31% 
ATR OMA DDD ci, Sesinccrreva) score renaciveriasun sitar islorars ata os 39% 30% 37% 
Fetintth QU GHRR vases cevecamerana iw anmsvemnw site; ae 37% 27% 32% 
First QUO? is aicicsnemexencrnaeanismnareans bea strents $28% $23% $25 
Second Quanetciccea stu sgssacces mis tapiecevidls 29 23% 26% 
TE ENING 5 oo rec cers eres cencona toarcaesarses ioe esas 27% 23% 25 
ROUKTN GQUGIIER: 6: mmaseiecesuixarw armies earn 29% 24 26 
GAR eT x ceravsrarexcrerte svat ivns emme e reat $32% $24% $31% 
Second QUONSK wis s27s5 sear masa eaves 34% 30% 32% 
TENE IERIE sa aurastcc arene pate sage op yparstnlaseng mlsal Spot age 37% 31% 33% 
Pent AEN <a civexmeraras cater tame aciastns Muar ware 34% 19% 24 


Other common stock listings: Midwest, Amsterdam, Basel, Frankfurt, Geneva, Hamburg, 
Lausanne, London, Paris, Zurich. 


Average Daily Trading (NYSE): 320,275 shares 

Value of Average Daily Trading (NYSE): $10,154,908 

Annual Volume: 93,314,200 shares (Composite}; 80,709,300 shares (NYSE) 
% Composite Volume of Shares Outstanding: 109.2% 

Block Trade Volume (NYSE): 33,974,100 shares 

% Block Volume of NYSE Volume: 42.1% 

Shares Outstanding on December 31, 1989: 85,454,000 shares 


December 10,1989 marked the 208th consecutive cash dividend payment in the history of the Grace 
organization. Cash dividends on the common stock were paid at the quarterly rate of $.35 per share 
($1.40 annually) during 1988 and 1989. 


World Headquarters Annual Meeting of Shareholders 
Grace Plaza Thursday, May 10,1990, 10:30 a.m. 
1114 Avenue of the Americas The Westin Canal Place 

New York, NY 10036-7794 100 Rue Iberville 

(212) 819-5500 New Orleans, LA 70130 

Annual and Quarterly SEC Reports Independent Accountants 
Questions or requests for the Company's Annual Price Waterhouse 

Report on Form 10-K and Quarterly Reports on 153 East 53rd Street 

Form 10-Q may be directed to W.R. Grace & Co., New York, NY 10022 

Office of Investor and Shareholder Relations, at (212) 371-2000 


Grace Plaza or call toll-free (800) GRACE IR 
(800-472-2347). Residents of Alaska, Hawaii and 
New York may call (212) 819-6671 collect. 


Transfer Agent 
Manufacturers Hanover Trust Company 
Securityholder Relations 


Shareholder Assistance PO. Box 24935 
Information regarding shareholder accounts, divi- Church Street Station 
dend payments, stock transfer and related matters New York, NY 10249 
should be directed to the Shareholder Records (212) 613-7147 
i by calling either telephone number Trad om 

isted above. 


Names italicized in the text of this report 

are trademarks or service marks of W.R. Grace 
& Co. or its subsidiaries. In some cases, they 
indicate Grace units. 


NUMBSROUREMIC DONS pacneu ey. ch viata ren saminee Ret aes Sie padi sowe 13406 
% Shareholders of Record.........- Pa Ee eat ee ee ee 50.7% 
Average Price per Share........... bo eee Fins HRI tacts Sioa OF ite Mart tenkeenes $31.27 
Toot Shieies Punches iss. ssi are wcsarace onene s.ammew inane dete N wide ghia win’ Sia Wiad Auger Te elie 149,596 
DAVWICSRES RETESTED ba sere sosimos sxe mun anverscinn 0 Snercte Sal Micha eisai asegavayayten ose peas, AO) 
SUSPIEMAMUS SSE GBS ny cvepsig areca ya! & aesiaie gh ays teversstanaleaallenatis pols a9 % sirarsnensienets ++ 2,120,348 
Lec nC) a ee eee ee fe ee eee $4,677,449 


For a prospectus and enrollment information, write to Eileen M. Galvin, Plan Administrator, at Grace Plaza or call 
(800) 824-4022 


Directors 


J.P. Bolduc, Vice Chairman 


Zbigniew Brzezinski, Counselor, Center for Strategic and 
International Studies and Professor of American Foreign Policy, 
The Johns Hopkins University 


J. Murfree Butler, Vice Chairman 


George C. Dacey, Retired President, Sandia National Laboratories, 
government research and development 


Edward W. Duffy, Retired Chairman of the Board and 
Chiet Executive Officer, Marine Midland Banks, Inc 


Harold A. Eckmann, Retired Chairman and Chief Executive Officer, 


The Atlantic Companies, insurance 
Charles H.Erhart, Jr., President 


Raymond C. Foster, Retired Chairman and Chief Executive Officer, 
Stone & Webster, Incorporated, engineering and other services 


James W. Frick, President, James W. Frick Associates, Inc., 
educational consulting 


Gerald G. Garbacz, Executive Vice President 


George P. Gardner, Jr., Advisory Director, PaineWebber 
Incorporated, investment banking 


J.Peter Grace, Chairman and Chief Executive 


Ronald H. Grierson, Vice Chairman, 
The General Electric Company p.l.c. (U.K.), manufacturing 


Donald E. Grimm, President, Grace Energy Corporation 


Constantine L. Hampers, Chairman and Chief Executive Officer, 
National Medical Care, Inc. 


Thomas A. Holmes, Retired Chairman, President and 
Chief Executive Officer, Ingersoll-Rand Company 


Christian F. Horn, Senior Vice President 


Board Committees 


Audit Committee 

Harold A.Eckmann, Chairman 
Edward W. Duffy 

James W. Frick 

George P. Gardner, Jr. 
Thomas A. Holmes 

Frank E. Mackle, Jr. 

David G. Nancarrow 

John E.Phipps 


Nominating Committee 
Roger Milliken, Chairman 
George C.Dacey 
Edward W. Duffy 
Raymond C. Foster 
George P.Gardner, Jr. 
Robert C. Macauley 
William Wood Prince 
Grace Sloane Vance 
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George P. Jenkins, Consultant to W.R. Grace & Co. and 
Retired Chairman of the Board and Chief Financial Officer, 
Metropolitan Life Insurance Company 


Donald H. Kohnken, Executive Vice President 


Peter S. Lynch, Managing Director, FMR Corp. and Executive Vice 
President, Fidelity Management & Research Company 


Robert C. Macauley, Chairman and President, 
Virginia Fibre Corporation, packaging 


Frank E.Mackle, Jr., President, The Mackle Company, Inc., 
land development and construction 


Roger Milliken, Chief Executive Officer, Milliken & Company, textiles 


David G. Nancarrow, President and Chairman of the Board, 
Nanco Enterprises, Inc., water treatment and food services 


Paul D. Paganucci, Chairman of the Executive Committee 
John E. Phipps, Private Investor 


William Wood Prince, Vice Chairman, FH. Prince & Co., Inc., 
investment company 


John A. Puelicher, Chairman of the Board, Marshall & llsley 
Corporation, banking 


Eben W. Pyne, Consultant to W.R. Grace & Co. and 
Retired Senior Vice President, Citibank, N.A 


D. Walter Robbins, Jr., Consultant to W.R. Grace & Co. and 
Retired Chairman of the Executive Committee 


Robert W. Samuels, Executive Vice President 


John F. Spellman, Former Executive Vice President 


Grace Sloane Vance, Educational, cultural and philanthropic activities 


Joseph R. Wright, Jr., Vice Chairman 


David L. Yunich, Consultant to W.R. Grace & Co. and 
Retired Vice Chairman, R. H. Macy & Co., Inc., department stores 


Corporate Responsibility Committee 
Grace Sloane Vance, Chairman 

James W. Frick 

Thomas A. Holmes 

Felix E. Larkin 


David L. Yunich 


Salary, Incentive Compensation and 
Employee Benefits Committee — 
Eben W. Pyne, Chairman 

Robert C. Macauley 

Frank E. Mackle, Jr. 

Roger Milliken 

John A. Puelicher 

David L. Yunich 


Stock Incentive Committee 
Eben W.Pyne, Chairman 
Harold A.Eckmann 

Ronald H. Grierson 

Peter S.Lynch 

John A.Puelicher 

David L. Yunich 
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Corporate Officers 


Chairman and Chief Executive 
J.Peter Grace’ 


President 7 
Charles H.Erhart, Jr.” 


Chairman of the Executive Committee 
Paul D. Paganucci* 


Vice Chairmen 

J.P. Bolduc* 
J.Murfree Butler’ 
Joseph R. Wright, Jr.” 


Executive Vice Presidents 


F. Peter Boer, Corporate Technical* 
Hugh L. Carey, Environmental Policy* 
Gerald G. Garbacz, Specialty Businesses* 
Donald H.Kohnken, Specialty Chemicals’ 
Robert W. Samuels, Specialty Chemicals 
Brian J. Smith, Chief Financial Officer* 


Senior Vice Presidents 
Francis J.Brennan, lreasurer 
Gail Erickson, General Counsel and Secretary 
Jean-Louis Gréze, Specialty Chemicals 
Edward T. Harvey, Business Development 
Christian F. Horn, Grace Ventures 

Carl W.Lorentzen, Specialty Chemicals 
Pedro F. Mata, Grace Cocoa 

George N. McNair, Genera! Counsel 

James P.Neeves, Administration 

Robert C. Walsh, Specialty Chemicals 
George J. Winchell, Specialty Businesses 


*Executive Officer 
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Vice Presidents 


Robert H. Beber, Environmental Policy 

Fred E. Bennett, Dearborn 

Robert J. Bettacchi, Construction Products 
Frederick E.Bona, Corporate Communications 
Brian B. Burns, Environmental Policy 
Charles H. Ehlers, Dewey and Almy 
Antonio R. Ferré, Interamerica 

Alan D.Fiers, Government Relations 
George A. Hvidsten, Computer Technology 
James R. Hyde, Davison 

Noel A. Lee, Pacific 

Fred Lempereur, European Technical Products 
Shojiro Makino, Japan Chemicals 

W. Brian McGowan, Controller 

Kenneth Y. Millian, Environmental Policy 
William L. Monroe, Human Resources 
Edward G. Najjar, Organic Chemicals 
Susan A. Ollila, Pension Investments 

Bernd A. Schulte, Chairman's Office 

James R. Smith, Specialty Chemicals 
James G. Stier, Investor Relations 

William B. Sturgis, Cryovac 

Jacques Theumann, European Darex 
Daniel P. Tucci, Specialty Businesses 
August Umlauf, Grace Distribution 
Francois P. van Remoortere, Research 
Elwood S. Wood, Polyfibron 
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The Grace 1989 Annual Report text was printed on recycled Simpson Shasta, 80 Ib., dull finish stock. 
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W.R. Grace & Co. 

Grace Plaza 

1114 Avenue of the Americas 
New York, NY 10036-7794 


